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FOMTC POLICY, ORGANIZATION, AND MANAGEMENT 


DISCUSSES PRICES AS MANAGEMENT TOOL 


Moscow DEN'GI I KREDIT in Russian No 1, Jan 80 pp 18-22 


Article by A. N. Komin, deputy chairman of the USSR St: 


thes 


Price Formation and Efficiency" | 


ite Price Committee: 


Text] Prices are a most important lever of economic management. The 
effectiveness of measures related to improving planning and material in- 
centives in industry and construction depends largely upon the economic 
soundness of the prices. Prices underlie all value economic indicators, 
beginning with such general national economic ones as social product, 
national income, the sectorial proportions, and ending with the indicators 
of the associations, enterprises and economic organizations characterizing 
the production volumes, expenditures, costs and profit. Here prices oper- 
ate primarily as an across-the-board national economic standard on the 
basis of which the indicators for the effectiveness of economic develop- 
ment are formed. 


nee price formation functions within a system of other economic levers 
and economic management methods and primarily those such as the plan, eco- 
nomic accountability, finances and credit, its role in raising production 
efficiency must be viewed in a complex and interaction with the entire eco- 
omic mechanism. 
In the Decree of the CPSU Central Committee and the USSR Council of Minis- 
ters On Improving Planning and Strengthening the Effect of the Economic 
Mechanism on Raising Production Efficiency and Work Quality,” at the present 
stage important demands have also been placed on price formation in the 
range of measures to improve national economic management. Their fulfill- 
ment requires a fundamental improvement of work in the area of price set- 
ting so that prices become a more effective lever for realizing the eco- 
nomic policy of our party. If one were to speak about the essence of the 
new demands on price formation, they come down to strengthening the role of 
wholesale prices and rates in the economic incentives for scientific and 
technical progress, the strictest savings of fuel and energy resources, 
ferrous and nonferrous metals, raw products and materials in the national 
economy, to improving product quality, as well as the fuller reflection in 














prices of the socially necessary expenditures on product output. All of 


these requirements stem from the decisions of the 25th CPSU Congress. 
Naturally, the work in the area of further improving price formation In 
the nation should be carried out in close correlation to all the measure: 


which will be Implemented to carry out the designated decree of the CPSU 
Central Committee and the USSR Council of Ministers, and above all the 


measures to improve planning, financing, economic accountability and the 
economic incentive methods. 

The decree of the CPSU Central Committee and the USSR Council of Minister: 
provides for a greater role of the five-year plan as the main form of plan- 


ning the nation's economic and social development and the basis for organ- 
izing the economic activities of the ministries, departments, associations, 
enterprises and all other organizations. It has also been judged necessary 
to ensure the further development of economic accountability in the produc- 
tion associations, enterprises, and construction-installation organizations 
on the basis of the quotas of the five-year plan and the long-range eco- 
nomic standards approved for the 5 years, including the wage fund and the 
economic incentive fund, and so forth. From this derives the important 
demand for strengthening the stability of wholesale prices and rates. For 
this reason, the decree provides that over the five-vear plan, wholesale 
prices will remain stable in industry, as will the construction estimates 
in capital construction and the rates for freight shipments. 


This new circumstance places its own demands upon price formation, and 
above all on improving the quality of work in the area of the economic 
soundness of the prices and rates. The associations and enterprises, the 
ministries, departments and price formation bodies should improve work in 
setting prices, bearing in mind the more careful establishing of them con- 
sidering the expenditures and effectiveness, a rise in the effectiveness 
of approving the prices for new products, particularly for consumer goods, 
and preventing instances of the inflating of prices. Ultimately prices 
under the new conditions should more precisely reflect the socially neces- 
Sary expenditures on producing the product, and be a more stable and re- 
liable economic norm for measuring production efficiency and providing sta- 
bility in the five-year plan quotas. 


At present, work is being done to revise the wholesale prices and rates in 
industry. The carrying out of this work stems directly from the decree of 
the CPSU Central Committee and USSR Council of Ministers. The wholesale 
price revision should create a new system of prices in industry, and it 
will be an important stage in improving prices in light of the requirements 
of the decree. 


In speaking about the stability of prices and rates, it is essential to 
bear in mind that since the price is based upon expenditures and reflects 
the production and sales conditions, in their economic essence they are a 
relatively mobile category. In this regard the decree provides a number of 
measures, including a wider practice of employing fixed payments for those 








types of products which are produced over a long time, as well ac in the 


sectors where high profitability would be formed as a result of a reduc- 
tion in costs. For these purposes, for adjusting the profitability level, 
new, lower wholesale prices will be set for individual product types for 


the manufacturers in maintaining the current wholesale prices for there 
products for the consumers. The mobility of the prices will also be mani- 
fested through such forms as the more active use of surcharges and rebate 
for product quality. Naturally, under the conditions of a planned economy, 
fundamental changes in the price and rate system and changes in their 
levels should be carried out in the general revisions. 


The decree of the CPSU Central Committee and USSR Council of Ministers 
outlines a number of specific measures to improve the methodology and prac- 
tice and price formation. This work should be carried out in a direction 

of strengthening the role of the limit prices, raising the responsibility 

of the clients, the developers and the manufacturers for the economic sound- 
ness of expenditures on a new product, as well as in exercising control over 
the development and putting into production of high quality machines and 
equipment. 


In carrying out these measures an important role is played by the incentive 
role of the price surcharges for new highly efficient production and tech- 
nical products, as well as by broadening the use of price rebates for 
products of the second quality category. It is also important to strength- 
en the role of prices for reducing metal intensiveness, for encouraging the 
use of cheap types of raw products and materials, as well as for reducing 
the labor intensiveness of the articles. 


The incentive surcharges on the wholesale prices will be set for new types 
of highly efficient production and technical products in an amount of from 
0.5 to 1.25 of the profitability rate depending upon the annual economic 
effect, but not more than 70 percent of the amount of the effect. These 
surcharges are set for 1 year, but for particularly complicated products, 
they may be up to 2 years. If during this time the product receives the 
state Quality Mark, the effect of the surcharge can be extended consider- 
ing this so that its overall period is up to 4 years, and for particularly 
complicated products, up to 5 years. Here if the production of such prod- 
ucts is based upon developments which are recognized as discoveries or in- 
ventions within the established procedure, the amount of the surcharge is 
increased by 1.5-fold. 


The set surcharges will basically remain at the disposal of the enterprises 
and be used to supplement the economic incentive funds. Up to 70 percent 
of the additional profit (the total of the surcharges on the wholesale 
price) obtained by the enterprises from the sale of new highly effective 
products and products with the state Quality Mark, will be channeled into 
the economic incentive funds, while the remaining portion will be distrib- 
uted between the unified scientific and technical development fund and the 
state budget. 




















With the recertification of the product and the awarding of the state 
Quality Mark a second time, the incentive surcharge and the deductions into 


the economic incentive funds will be kept in the same amount, if there has 
been a further improvement in the technical and economic parameters for 


this product. But if the technical and economic parameters do not improve, 
the amount of the surcharge and the period of its action will be cut in 
half. Sueh a proceedure will provide an incentive for a continuous improve- 
ment in the technical Level of the produced product, even that with the 


Quality Mark. 


Provision has also been made to encourage a rise in the quality of the pro- 
duced consumer goods. In assigning the state Quality Mark to new consumer 
goods, *he temporary wholesale and retail prices set for these goods wii] 
maintain in effect during the entire period of the Quality Mark. With a 
Significant improvement in the quality of the produced goods and the award- 
ing of the state Quality Mark to them, the deductions into the economic 
incentive funds will be made in increased amounts in accord with the ap- 
proved rates. 


The question of the rebates on the wholesale prices for second quality 
products has been fundamentally settled. This problem is not a new one, 
it has long been posed, but there was no consistency in actual implementa- 
tion. The rebates were applied only in individual ministries, and there 
was no uniform methodology for employing them and monitoring their use. 

It can be said that this mechanism had little effect in the system of eco- 
nomic incentives. 


Under present-day conditions, the rebates have been given a smaller role 
than the surcharges. For the second quality products as well as the prod- 
ucts which have not been certified in the established time, rebates will be 
employed on the wholesale price amounting to 50 percent of the total profit 
received from the sale of these products. At the end of the period for re- 
moving the second quality products from production, the rebates on the 
wholesale price will be the full amount of the profit. Here the product 
will be sold at prices without the rebates, and the total of the rebates 
will be paid to the state budget. 


For strengthening the economic effect of the entire mechanism of surcharges 
and rebates for product quality, it has been established that the plans 

will be given to the associations and enterprises without considering the 
rebate, and the assessment of plan fulfillment will be made considering the 
effect of the surcharges and rebates. The surcharges will provide the earn- 
ing of additional profit and the replenishment of the economic incentive 
funds, while the rebates, on the contrary, will put the enterprises produc- 
ing poor quality products in a difficult situation. 


The questions of utilizing the money in the funds for the development of 
new equipment have been settled in a new way. It must be said that the 
mechanism which has existed up to the present for employing the money of 

















the fund for the development of new equipment as set 15 years ago is obso- 
lete and does not correspond to the present conditions of economic account- 
ability and incentives. For the enterprises it was "dicadvantageous"” to 
use the special funds to cover the expenditures on the develonment of new 
equipment, as they lost this amount of the sold commodity product and als 
the profit. Because of this, the enterprises endeavored to include the ex- 
penditures on development in the prices so that the expenditures were re- 
flected in the volume cost indicators. Naturally this led to an overstat- 
ing of the prices while the money in the fund for the development of new 
equipment was not fully employed. 


With the publishing of the decree, the situation in this area has been 
fundamentally alvered. It has been established that the cost of the work 
financed from the money of the unified scientific and technical development 
fund will be accounted for in the total product volume with the deductions 
of the normed profit for the corresponding group of products. Conditions 
have been created whereby the associations and enterprises will be inter- 
ested in fully utilizing the money earmarked for the development of new 
equipment. This will make it possible to set more soundly the wholesale 
prices for new product types, and this will ensure the stability and steadi- 
ness of the price system. 


The saving of material and labor resources is of primary significance in 
increasing production efficiency. The economic management mechanism, eco- 
nomic accountability and incentives should be aimed at reducing product 
costs, using all the reserves existing in production for this. It cannot 

be said that the current economic incentives have always met these require- 
ments. Often it was more advantageous for the enterprises and design or- 
ganizations to conceal the reserve of economy, and to produce a more 
material-intensive product, in "weighting" its cost for the sake of fulfili- 
ing the volume indicators. Ultimately this led to high prices for newly 
developed types of products and to the output of ineffective equipment. 


For rectifying this situation, of fundamental significance are the provi- 
sions stipulated in the decree that in utilizing cheap types of materials 
in production, in comparison with the employed ones, and in maintaining 
product quality on the former level at the same time, the wholesale prices 
for these products will remain unchanged up to the end of the five-year 
plan. In this manner the enterprise is given a firm guarantee that its ef- 
forts in saving material expenditures will be directly reflected in the 
results of economic activities. 


Of equally important significance is the other provision that wholesale 
prices for new articles with lower material intensiveness will be set con- 
sidering the maintaining the amount of profit to be obtained from the sales 
of the previously produced (replaced) product, but not lower than the 
profitability norm. Here, for determining the production volumes and 

labor productivity up to the end of the five-year plan, wholesale prices 
will be used as set in the plan for the replaced product. The setting of 
such a procedure creates conditions for the associations and enterprises 














and their design organizations to design and create cheaper types of new 
products. 


The correct coordinating of price formation, planning, financing and eco- 
nomic accountability is of great significance in the questions of encourag- 
ing technical progress. The enterprises which develop new equipment as 
well as higher quality products often fall into difficult economic situa- 
tions due to the fact that during the period of development their expendi- 
tures not only grow, but also production volumes are reduced. This is a 
te.) orary phenomenon, since in developing a new product the rate is in- 
creased as well as the recovery of losses. 


Previously, as a rule, such temporary drops were not considered in the en- 
terprise plans. The plans were determined on the "base" for the previous 
perici. The enterprises which did not fulfill the plan quotas were ina 
difficult financial situation, and their economic incentive funds were re- 
duced. The achieving of technical progress .equires a more flexible ap- 
proach to planning the volume indicators of the associations and enter- 
prises. 


The decree has permitted the ministries and departments to make changes in 
the annual plans of the production associations ard enterprises, if in com- 
parison with ‘1e approved plan, their total quantity of produced articles 
and other indicators decline because of the development and increase in the 
output of high quality production and technical products or new high quali- 
ty consumer goods. 


The decree provides that the obsolete standards for machinery and equipment 
will be revised, including in the new standards, along with the other quai- 
ity characteristics, the demands which would define a reduction in the 
weight of the articles, a reduction in the consumption of fuel and energy 
in the process of operating them, as weli as standardization of the parts, 
assemblies and instruments. The price formation bodies should take an ac- 
tive part in carrying out this work. The quality characteristics of the 
product must include all the indicators which are related to expenditures 
on production and economic efficiency. Only in this instance can the 
prices most actively influence production. In this work there must be a4 
closer link between the USSR State Price Committee and the USSR Gosstandart 
[State Standards Committee]. 


As is seen, all the measures in the area of improving price formation and 
increasing the incentive role of prices are closely related to the measures 
of improving planning, financing, crediting, economic accountability, and 
so forth. A comprehensive approach to the solving of economic management 
problems is an important feature of the decree approved by the CPSU Central 
Committee and USSR Council of Ministers. 


It must also be stressed that the above-mentioned measures in the area of 
impro ing the practices of setting prices for new types of products and 
aimed at improving the efficiency and quality of the products, proceed from 














the principle of the more complete reflection of the effect and realization 
of this at the enterprises which create the new equipment and provide a 
savings of material and labor exper.ditures. Such an approach meets the 
approved economic incentive mechanism, it corresponds to the controlling of 
the results of enterprise economic activities, and corresponds to the real 
contribution of each enterprise in the struggle to raise production effi- 
ciency. The realization of the effect at the place it is created provides 
conditions for controlling its use, and ensures a mobilization of addition- 
al resources in accord with the decisions of the national economic planning 
tasks. Finally, all these measures are simed at creating the most favor- 
able conditions for developing the initiative of the associations and en- 
terprises to carry out measures to reduce product costs from a savings of 
fuel, energy, raw products, materials and labor resources. 


The decree also solves a number of other questions which are of important 
significance for the methodology and practices of price formation. In this 
regard, it is essential to stress primarily the new methodological approaci- 
es to determining profitability and profit in setting prices. Up to the 
present, the most widely found method of profit planning has been the de- 
termining of it proportionately to product costs. Such a method had an 
essential drawback which was that the amount of profit was higher for those 
product types where the proportional amount of material expenditures and 
preassembled articles was greater. Thus, this important indicator for pro- 
duction efficiency was not correlated to the actual contribution of “he 
enterprises to creating the product. Ina number of instances this did 

not correspond to the orientation of the economic mechanism to the end re- 
sults. This also did not interest the enterprises in reducing the cost of 
material resources. 


The decree of the CPSU Central Committee and USSR Council of Ministers has 
proposed that profitability in the manufacturing sectors of industry be de- 
termined for the product types as the ratio of profit to costs minus the 
cost of the used raw products, fuel, energy, materials, semifinished prod- 
ucts and preassembled articles. 


This principle for setting profitability is methodologically much closer to 
such a new indicator as the volume of net product (normed). For introduc- 
ing this indicator, the price formation bodies as well as the ministries 
and departments, along with the prices, should also set net product rates. 
The net product rate would be a portion of the price reflecting the wages 
involved in producing the given product and the obtaining of a profit. Due 
to the fact that the costing does not reflect all wages spent on producing 
the product, but only the wages of production workers are isolated, the 
evaluation of total wages in setting the net product rate would be carried 
out conditionally by a calculation method. It is important that the methods 
for determining the normed net product be generally accessible, relatively 
Simple and not labor intensive, that they be controllable, and also not 
contradict the price formation methodology. One of the methods for evalu- 
ating the total volume of producing the given type of product can be the 
determining of wages using coefficients which refleci *he ratio of the wage 








fund for the given enterprise or association producing this product to the 
wage fund of the production workers. 


The decree of the CPSU Central Committee and USSR Council of Ministers 
provides for a greater role in the economic evaluation of production re- 
sources. Along with the payment for productive capital, a payment is also 
to be introduced for water taken by the industrial enterprises from the 
water management systems. ‘There are also plans to consider the economic 
evaluation of land plots allocated for the building of enterprises in the 
technical and economic background studies for the construction of enter- 
prises and in comparing the economic variations for this construction. 
There are also plans to increase the current puyment rates for state social 
security. As is known, these rates were set in the 1950's and as an aver- 
age for industry are 7-7.5 percent. They cover only one-third of the ex- 
penditures of the social budget. It is envisaged that the new rates would 
more fully cover the expenditures on the reproduction of the labor re- 
eov_rees, that they would more correctly reflect the economic effect from 
tr .ntroduction of new equipment, and to a greater degree encourage the 
ra. nal utilization of the labor force. 


The carrying out of the Decree of the CPSU Central Committee and USSR Coun- 
cil of Ministers "On Improving Planning and Strengthening the Effect of the 
Economic Mechanism on Raising Production Efficiency and Work Quality" de- 
mands from the price formation bodies, the ministries and departments a 
fundamental improvement in price formation work in increasing the role of 
prices in carrying out the economic policy of the party. 


COPYRIGHT: "Den'gi i kredit", 1980 
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ECONOMIC POLICY, ORGANIZATION, AND MANAGEMENT 


VARIATIONS IN ENTERPRISE MANAGEMENT DISCUSSED 


Novosibirsk EKONOMIKA I ORGANIZATSIYA PROMYSHLENNOGO PROIZVODSTVA (EKO) in 
Russian No 1, Jan 80 pp 115-125 


[Article by R. Kh. Yuksvyarav, doctor of economic sciences, professor, head 
of the department of industrial planning and management of the Tallin Poly- 
technic Institute: ''The Place of Production Management in the Structure of 
Enterprise Management" | 


[Text] There are certain principal variations in the dirert «snagement of 
production. Often the relevant duties are performed by ti c.rector, espe- 
cially at very small enterprises; at large ones they are «ot uncommonly as- 
signed to the deputy director for production. Frequently ‘»¢ chief engi- 
neer is concerned with the managenent of production, and sviuetimes this is 
done for all practical purposes tirough the production division. There are 
a number of substantial reasons for this variety. 


Numerous normative acts, the Regulation on the Socialist State Production 
Enterprise in particular, have brought it about that the management of pro- 
duction is the director's responsibility. The principal idea behind this 
arrangement is clear: since the director must be responsible for the en- 
terprise'’s entire activity, it is then natural that he should himself super- 
intend and monitor its principal portion, that is, production. In addition, 
the director possesses all the resources. 


If production is managed by another person in the enterprise--the chief en- 
gineer, this on the one hand is the result of the historical development of 
the structure of enterprise management, which is based on the technical 
competence of the chief engineer. The other reason was the close relation- 
ship between the engineering and technology side of production and its fi- 
nal results and the former's importance to the latter. In practice it is 
largely the chief engineer who in the everyiay life of the enterprise takes 
and carries out the principal decisions concerning technical policy, the 
introduction of new technology and the servicing and maintenance of produc- 
tion equipment. 
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The position of the deputy director for production is a relatively new so- 
lution, though in principle it has long been known in management. This 
version resulted mainly from the specific nature of the production process 
itself and from the enlargement of its scale. At small enterprises where 
it is not possible to create the position of this deputy director, the man- 
agement of production is the responsibility of the chief of the production 
division or productio control division. In fact even large enterprises 
are not an exception. 


All of these variations have their good points and bad points. We will 
discuss them on the basis of our own research and consulting experience. 











[f production is superintended by the director himself, management begins 
at the first level and passes immediately to the second (the shops); this 
reduces the number of levels. But this etructure does have serious short= 
comings. The main one is that the director spends a great deal of time co- 
ordinating and regulating the work of the production subdivisions. In ad- 
dition to the shop chiefs, several deputies and chiefs of staff subdivi- 
cione sre also directly subordinate to him, not to mention a great number 
of other people as well. As a consequence production is often superin- 
tended in actuality by one of the deputy directore or the chief of the pro- 
duction division. Another shortcoming is that the position of shop chief 
is made equivalent to the position of deputy director. O.ly the director 
is able to straighten out disagreements that arise between them. This sig- 
nifies an additional load on him. 


When production is supervised by the chief engineer, high technical compe- 
tence in management is assured. But here again there are certain essential 
shortcomings. The principal one is again the heavy load of work on the 
chief engineer and his constant lack of time. He actually must perform two 
large and important functions--the management of production and management 
of the technical preparation of production and the servicing and mainte- 
nance of production equipment. In practice the chief engineer finds a way 
out of this situation by concerning himself with either one or the other. 
Experience shows that it is very difficult to find a man who handles both 
tasks equally. There are exceptions, but sooner or later the overload will 
have an adverse effect on the health of the chief engineer. 


There are cases when the chief engineer takes responsibility for the man- 
agement of production, and he delegates the engineering and technology 
functions to his deputy or deputies. The functions of support services, 
for example, are in part delegated to a deputy director. As far as produc- 
tion goes, one can in principle agree with this solution. But it inevita- 
bly means that the engineering and technology side of production will suf- 
fer, above all the effective conduct of the enterprise's technical policy. 
The question arises: Why does this individual hold the position of chief 
engineer? 


Sometimes the position of deputy chief engineer is created for general su- 
perintendence of production in order to solve the probiem and in particular 
to take some of the burden of work off the chief engineer. But this solu- 
tion cannot be regarded as the correct one, because of the low rank of man- 
agement, placed down at the third level, and direct production drops all 
the way down to the fourth level. Coordination of production activity with 
other forms of activity at the enterprise becomes more difficult and com- 
plicated. This especially applies to obtaining services and assistance 
from outside. 


Taking all this into account, we believe the most expedient variation to be 
the one in which the principal production operation is superintended by the 
deputy director for production. The management of production is distin- 
guished as an independent form of activity along with the other forms of 














activity (supply and sales, economic activi.y, technical preparation and 
supporting services, and so on), which has its own specific features and 
requirements. The deputy director for production holds a position at the 
second level of management; he can be assigned certain subdivisions, for 
example, the production division, and can be given the appropriate powers 
which are necessary and essential to effective coordination of activity in 
this domain and to effective performance of his functions. There is one 
other important circumstance: the activity of the deputy director is 
mainly related to solving problems with’. the organization. 


This solution has been applied in the trucking industry of Estonian SSR, 
where the position of deputy director for operations has been adopted at 
motor transport depots and in associations. His authority covers all mat- 
ters related to the conduct of the motor transport enterprise's principal 
activity, that is, he organizes freight shipments, day-to-day relations 
with customers, and so on. Imitating the favorable experience acquired in 
the industrial sector, rayon associations of Estonia Sel'khoztekhnika and 
certain of the republic's sovkhozes and kolkhozes have introduced the po- 
sition of deputy director for production. 


In industrial corporations of the United States there is ordinarily a pres- 
ident for production--a general manager, the man in the organization who is 
next to the top. His authority extends over all subdivisions and salaried 
positions which are indispensable to the successful performence of produc- 
tion, including the chief engineer and the division for supply, for the or- 
ganization of work and normsetting, for operational planning, and so on. 


Now let us turn to a few speciric illustrations. 


Carrying out the arrangement in which the deputy director superintends pro- 
duction, while the chief engineer supervises tne conduct of technical pol- 
icy, is both comparatively easy and comparatively difficult. In the case 
when the functions of production management have already become separate, 
the transition to this version causes no particular difficulties. If pro- 
duction and technology are closely interrelated, the management structure 
is worked out accordingly, the director or chief engineer have long since 
been managing production, and introduction of the position of the deputy 
director may turn out not only to be difficult and complicated, but even 
undesirable. We wili demonstrate this with four examples. 


Example 1 


The position of the deputy director for production was introduced some 10 
years ago at an enterprise in the meat and dairy industry. This was done 
on the present writer's recommendation. There had already been construc- 
tive experience at a combine where the director had previously worked in 
that same position. The correctness and effectiveness of the solution per- 
suaded the director to such an extent that after he was appointed to the 
larger combine, one of his first steps in reorganizing the management 
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structure was to introduce the position of deputy director for production, 
He met with success in his new workplace as well. All the other meat conm- 
bines in the republic followed his example. 


Previous to that there was a lack of order at the enterpriees, there were 
many maladjustments between the preparation of raw materiale and the prin- 
cipal production operation. Although formally production was managed by 
the director, he did not have the time to concern himself with it in de- 
tail, and the chief process engineer, who mainly followed the course of 
production, frequently could not succes: fully solve all the problems that 
arose because of his position and particularly because he lacked the rele- 
vant powers. Not uncommonly the aims of the deputy director for purchas- 
ing, since he was above all interested in rapid rather than regular deliv- 
ery of raw materials, disagreed with the requirements of the producer. 
Misunderstandings and conflicts arose betwren the managers, and that gave 
rise to difficulties in the operation of the enterprise as a whole. The 
first person appointed to the position of deputy director for production 
was the former chief of one of the combine's principal shops, and his edu- 
cation was it. food manufacturing. In addition to the principal shops, he 
also had under him the chief process engineer's division and the purchasing 
division, the position of deputy director for purchasing was abolished, and 
many problems vanished. Now one man bore sole and specific responsibility 
for all the principal and interrelated forms of the enterprise's activity. 


At one combine the former chief process engineer, whose education was in 
meat processing, became the deputy director for production. He still holds 
that position. Misunderstandings and conflicts related to delivery of fin- 
ished products to the warehouse were eliminated because this responsibility 
was transferred from the deputy director for supply and sales to the new 
deputy director. As the result the purview, responsibility and importance 
of the deputy director for production grew even more at the combine. 


But this is still not all. Future plans call for transferring the sales 
division to the deputy director for production as well. Questions the 
deputy director for supply and sales frequently cannot answer are passed on 
to the deputy director for production. 


A proposal was made that the same procedure be carried out with the com- 
bine's motor pool and supply division, which were transferred to the chief 
engineer. This means that the combine will have two principal deputies to 
the director: the first, who is the superintendent of production, and the 
second, the chief engineer, who will be superintendent of supporting ser- 
vices. 


Example 2 
The position of the deputy director for production at an enterprise in the 


food industry was created 10 years ago, but its history is not so clear and 
definite as in the first example. The reason was as follows. Formally, 
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the director himself was concerned with the management of production, but 
he did not have the appropriate higher education. The chief engineer was 
principally interested in creating new technology and new manufacturing 
processes and far less with current production problems, including the ser- 
vicing and maintenance of production equipment. The plan for the specified 
assortment of products went chronically unfulfilled. This in turn led to 
difficulties in the operation of the sales division, disagreements with 
customers, and so on, 


In that time the position of the deputy director for production has under- 
gone a number of essential changes. It was first given to the former chief 
economist, who had worked in the factory for a long time. In addition to 
the principal shops and the production division, he continued to have au- 
thority over all the economic subdivisions as well. Constant difficulties 
in production that arose out of engineering and technology led to appoint- 
ment of the former chief of the production division, who had a technical 
education and had shown himself to be an able young manager, to the posi- 
tion of deputy director for production. Of the staff subdivisions only the 
production division remained subordinate to him. 


In order to guarantee fulfillment of the plan for the specified list of 
products, a few years later the duties of management of production were 
turned over to the deputy director for supply and sales (along with his 
staff subdivisions). When the director transferred to the latter to an- 
other factory, a worker from another organization was hired for the posi- 
tion of deputy for production in the hope that he could introduce computers 
at the factory because he was a specialist in the application of electronic 
computer equipment. Only the production division remained under his direc- 
tion along with the principal shops. For personal reasons he was transfer- 
red last year to another plant. 


After he left, a woman who previously headed the largest shop was appointed 
deputy director for production; she has the required technical education 
and a great deal of practical production experience at the factory. Ina 
relatively short time in the new position she was able to put matters in 
order, to ensure the reliability of production processes, and gradually she 
has been able to relieve the director of current production problems. 

Along with the principal shops, she has under her the production division 
and the chief process engineer's division. Even though certain problems 
have remained unsolved, the results of concentrated management of produc- 
tion have been felt at the factory for the first time. 


Example 3 


The position of the deputy director for production was introduced more than 
3 years ago at a machinebuilding enterprise. The motives were as follows. 
The association has several branches located throughout the republic and 
numerous cooperative arrangements both within the association and also out- 
side it. This was always raising a multitude of problems resulting in a 
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chronic lack of smoothness of operation [In spite of his competence and 
learning, the director was not able to concern himself personally and di- 
rectly with current production in any thorough way. 


For many years production has been coordinated by the chief of the produc- 
tion division, In essence he was the plant's chief production scheduler, 
and he settled all the production problems that arose, including those re- 
lated to deliveries under cooperative arrangements. He was an educated and 
experienced production manager, and his vigor and personal prestige ensured 
more or less smooth operation of the plant's principal shops. After he 
left (he became deputy director in another organization, it proved alto- 
gether impossible to find a new chief of the production division of the 
same caliber, and this showed up in the performance of the entire assocta- 
tion. First they had to create an independent division for external coop- 
erative arrangements and then to introduce the position of deputy director 
for production. 


The person first appointed deputy director for production was the former 
chief of the technical inspection division, a mai. "ho had worked for a long 
time in the association, but mainly as a specialist in the chief designer's 
division and as head of the supply division. In addition to the principal 
shops, his authority extended over the production division and the division 
for external cooperative arrangements. He had difficulty handling the lat- 
ter division, and for that reason it was transferred to the deputy director 
for supply and sales. After a few years it also became evident that the 
new deputy was incompetent as a manager of production. 


The new deputy director for production had been the chief of the planning 
division, who in effect was the association's chief economist. By educa- 
tion an engineer and economist and a man with a long period of service at 
the plant, he was abreast of all the principal problems. The appointment 
turned out to be a successful one for the association. Though no radical 
turnaround has yet taken place with respect to the smoothness of produc- 
tion, there have been several constructive improvements. The assembly of 
machines begins several days earlier, and the sales plan is being fulfilled 
more uniformly. 


Example 4 


The position of deputy director for production has still not been created 
at an electrical equipment enterprise for the following reasons. The pliant 
is not an old one, it is about 20 years old. In the early years there was 
no need for such a position because of its small size. The director man- 
aged production quite satisfactorily. The picture changed basically in the 
years that followed. But then comparatively large shops with product spe- 
cialization were formed. Multipurpose, independent and strong production 
subdivisions grew up. Several "little directors"--shop chiefs--emerged. 

In this situation only the functions of operational planning and regulation 
of production remained to the production scheduling division, which is sub- 
ordinate to the director. 
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A major change of direction has occurred in the last 2 years. The plant 
has become a major enterprise with a Large and well-staffed specialized de- 
Sign office. The old director has retired, and he has been replated by the 
former chief engineer, whose work life has mainly been spent in tie design- 
ing field. The new chief engineer also is a designer, and he, like the di- 
rector, has little interest in production problems. 


The role of the production scheduling division has been considerably en- 
hanced as a result of these changes. The chief of the division has been 
replaced. The new chief, who has extensive production and managerial ex- 
perience in this field, is regarded as a potential future deputy director 
for production. There is no hurry at the plant to carry out this concep- 
tion, since the present system of production management is in general meet- 
ing its requirements. A very large new branch, which is the basis for in- 
troducing the position of deputy director for production, is still under 
construction. 


The position of the deputy director for production has still not fully 
taken shape at enterprises. Explorations and trials are still being car- 
ried out. Decisions in this area reflect only expectations, attempts, re- 
quirements and possibilities in specific situations. No generally recog- 
nized and generally accepted foundations and principles have been formu- 
lated. This is a matter for the future. 


After the director the deputy director for production is one of the first 
managers of the general-purpose type--the first representative of the prin- 
cipal activity, the person who is responsible for the final results of pro- 
duction. By contrast the chief engineer is a manager who is a specialist 
and is the first representative of a staff or functional area in the enter- 
prise's activity, an area that is one of the foundations of production. 


It is not a question of displacing the chief engineer from his present po- 
sition; his excessively broad area of activity needs to be divided into 
more manageable parts and he needs to become a person who is able to con- 
cern himself more competently and extensively with conduct of the enter- 
prise's technical policy. It must be borne in mind that today as many as 
80 percent of the letters coming to an enterprise are addressed to the sec- 
ond in charge. The question of whether the present chief engineer or some- 
one else should become the deputy director for production has no fundamen- 
tal meaning. The main thing is that the position be held by the man who is 
most able to perform this difficult role. It is a matter of indifference 
whether it is the former chief engineer or someone else. 


The formation of managers of the general type, who can successfully cope 

with the management of production, is now being done on a haphazard basis. 
It is based rather on abilities and inclinations of a particular individ- 
ual, on the understanding and attention of the managers of an enterprise, 
and so on, than on a well-thought-out and systematized formal training in 
VUZ or on supplemental on-the-job training. Here there is a need for ac- 
tion along two lines. First, in the training of specialists in VUZ they 
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should be given better training concerning production; second, on the job 
there should be more concern about discovering potential candidates for 
general supervisory positions and about providing them with purposive 
training. It is from these men that one then gets the director and man- 
agers at a still higher level; there will always be a need for them. 


Creation of the position of deputy director for production and reorganiza~- 
tion of the organizational structure around him, like other organizational 
changes of a fundamental nature, is usually not an easy or rapid process. 
The principal difficulties does not lie in numerous functional problems, 
that is, organizational problems or problems with engineering and technol- 
ogy, but human problems, above all the habits of managers and specialists 
and of the entire collective. 


The chief engineer of one enterprise said: "Sometimes I simply do not re- 
alize that out of habit I am now giving orders on production matters, al- 
though this field no longer concerns me directly." Successful transition 
to the new system requires thorough preparation, training of personnel, re- 
vision of oiganizational documents, and so on. 


Improvement of management at industrial enterprises, including improvement 
of the organizational structure, is a task requiring constant attention and 
concern on the part of the management. In the simpler cases the solution 
to this problem lies fully within the power of the enterprise's own per- 
sonnel. But in complicated situations, when radical changes are being 
made, it is advisable to call in consultants who have the knowledge and 
time for a more thorough analysis of the problem and for furnishing recom- 
mendations. 


COPYRIGHT: Izdatel'stvo “Nauka,” "Ekonomika i organizatsiya promyshlennogo 
proizvodstva," 1980 


7045 
CSO: 1820 
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ECONOMIC POLICY, ORGANIZATION, AND MANAGEMENT 


STATUTE ON COMPLETE SET EQUIPMENT 
Moscow EKONOMICHESKAYA GAZETA in Russian No 4 Jan 80 pp 7-8 


Point decree of USSR Gossnab, Gosplan, and Goskomtsen, issued 
7 December 1979, approving the statute: "Statute on Complete 
Set Delivery of Industrial Equipment, Automatic Lines, Install- 
ations, and Facilities for Mechanization and Automation and 
Management and Control" 


Grext/ USSR Gossnab (State Committee for 
aterial and Technical Supply), Gosplan 
(State Planning Commission), and Goskom- 
tsen (State Committee on Prices) ina 

joint decree on 27 December 1979 approved 

a statute on the complete set delivery of 
industrial equipment, automatic lines, in- 
stallations, and facilities for mechaniza- 
tion and automation and management and con- 
trol. This document will become effective on 
1 January 1981. 


USSR ministry level suppliers of complete 
sets of industrial equipment, automatic 
lines, installations, and machine units were 
advised to determine by 1 May 1980 the head 
enterprise manufacturers (suppliers) and 
organizations that are responsible for the 
complete set supply and primary installation 
of industrial equipment, automatic lines, 
installations, and machine units. The min- 
istry suppliers also were advised to prepare 
prospectuses and catlogs in 1981 that con- 
tain an index of the composition of the sets 
for each automatic line, installation, and 
machine unit, along with their manufacturing 
parameters. 
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The joint decree also approved the products 
lists for complete sets of industrial equip- 
ment, automatic lines, installations, and 
machine units upon which USSR Gosplan, USSR 
ministry suppliers and the USSR ministry 
pe & clients are developing produc- 
tion plans for the delivery to users (buy- 
ers (Enclosure No 1) and the products lists 
of complete sets of industrial equipment, 
automatic lines, facilities, and machine 
units for which the USSR ministries (sup- 
pliers) are developing, and, in agreement 
with USSR Gossnab, are approving the pro- 
duction plans for the manufacturers (sup- 
pliers), while USSR Gossnab is developing 
delivery plans for the users (buyers) (En- 
closure No 2). 


The statute was drafted in compliance with the decrees of the 
CPSU Central Committee and the USSR Council of Ministers No 
695 of 12 July 1979 "On the Improvement of Planning and the 
Strengthening of the Influence of the Economic Mechanism on 
Increasing Production Effectiveness and the Quality of Work," 
and No 619 of 20 July 1978 “On the Further Development of Ma- 
chine Building Between 1978 and 1980," with the goals of a 
broader shift in machine building to the complete set supplying 
of industrial equipment, automatic lines, installations, and 
facilities for the mechanization and automation and management 
and control, including increased factory preassembly. 


Adherence to the statute is obligatory for ministries and de- 
partments, production associations, enterprises, organizations, 
and institutions. 


1. Development of Plans for the Production and Delivery of 


soneeete Sets of Automatic Lines, Installations, and Machine 
nits 


1.1 Complete sets of industrial equipment, automatic lines, 
installations, and facilities for mechanization and automation 
and management and control, which henceforth will be referred 
to as “complete sets of automatic lines, installations, and ma- 
chine units,” are an aggregate of equipment and other products 
and devices that ensure the obtainment of a final product for 
a specific industrial process. 


1.2. In accordance with established procedures for formulating 
annual and five-year plans, the USSR ministry (department) and 
union republic councils of ministers clients furnish USSR Gos- 
plan and Gossnab and ministry suppliers with orders for the 
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delivery of complete sets of automatic lines, installations, 
and machine units based on consolidated products lists for the 
sets, 


Project plans for the manufacture and delivery of complete sets 
of automatic lines, installations, and machine units are devel- 
oped by USSR ministry suppliers jointly with the USSR ministry 
(department) and union republic council of ministers clients 
based on the manufacturers (suppliers) and users (buyers), and 
are furnished to USSR Gosplan and Gossnab, respectively, simul- 
taenously with the project plan for the planning period, 


1.3. USSR Gosplan jointly with USSR ministry suppliers and 
USSR ministry (department) and union republic councils of min- 
ister clients formulate project plans for the production and 
delivery of complete sets of automatic lines, installations, 
and machine units based on the products lists provided in En- 
closure No 1 to the USSR Gossnab, Gosplan, and Goskomtsen de- 
cree No 86/208/819 of 27 December 1979. 


Project plans for the production of complete sets of automatic 
lines, installations, and machine units, based on products 
lists provided in Enclosure No 2 to USSR Gossnab, Gosplan, and 
Goskomtsen decree No 86/208/819, are developed by the USSR min- 
istry suppliers and are approved by them in agreement with USSR 
Gossnab; while delivery plans are approved by USSR Gossnab. 


Project plans for the production and delivery of complete sets 
of automatic lines, installations, and machine units are drawn 
up in coordination with plans for capital construction, materi- 
al resources, and technological production cycles, along with 
schedules for equipment installation and tasks for placing pro- 
duction capacity into operation. 


1.4. On the basis of project plans for the production of com- 
plete sets of automatic lines, installations, and machine 
units, the USSR ministry suppliers, within the composition of 
calculations of the total requirements, furnishes USSR Cosplan 
and Gossnab and USSR ministries (departments) and union repub- 
lic councils of ministries calculations of requirements for ma- 
terials and the complete products necessary for the manufacture 
 F - rts sets of automatic lines, installations, and machine 
units. 


1.5. Plans for the production and delivery of complete sets of 
automatic lines, installations, and machine units, and balance 
sheets and plans for distribution that are approved by the USSR 
Council of Ministers or USSR Gosplan are included in the form 
of nominal lists and special enclosures in the section 
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"Industry" of draft state plans for the economic and social de- 
velopmen: of the Soviet Union. 


1.6. Changes in plans for the production and delivery of com- 


plete sets of automatic lines, installations, and machine units 
in schedules for their manufacture and delivery, as well as 
substitutions of users (buyers) may be made in agreement with 
USSR Gosplan and Gossnab, respectively. 


2. Project Planning for Complete Sets of Automatic Lines, In- 
stallations, and Machine Units 


2.1. Project planning for complete sets of automatic lines, 
installations, and machine units is completed based on techni- 
cal requirements (orders and engineering tasks) that are devel- 
oped by planning organization general planners and approved by 
ministry (department) clients and the USSR ministry suppliers. 


Engineering plans for the manufacture of complete sets of auto- 
matic lines, installations, and machine units are fulfilled by 
the head planning and design organization of a USSR ministry 
4 te or the head design organization developing the techno- 
logical part of the plan for primary production for the user 
(buyer) and are approved by a ministry (department) client. If 
the management plan is developed by the planning and design 
organization of a USSR ministry supplier or the manufacturer 
(supplier) of an automatic line, installation, or machine unit, 
it should be coordinated with the poereses organization general 
planner who has issued an engineering requirement (an order and 
an engineering task) for planning. 


The planning organization general planner issuing the engineer- 
ing requirement (the order and the engineering task), in agree- 
ment with the USSR ministry supplier, determines the limiting 
cost and the project cost for complete sets of automatic lines, 
installations, and machine parts. 


If the engineering requirement (the order and the engincering 

task) are issued by a USSR ministry organization suppliei, the 
limiting costs will be coordinated with the ministry (depart- 

ment) client. 


In both cases, the limiting cost is recorded with USSR Goskom- 
tsen in accordance with established procedures. 


2.2. The head organization developing the engineering plan for 
the manufacture of complete sets of automatic lines, installa- 
tions, and machine units has the right to involve scientific 
research, and industrial and planning and design organizations 
of other ministries (departments) in the planning and develop- 
ment of new machines and complete set products. 
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2.3. The manufacturing plan for equipment comprising complete 
sets of automatic lines, installations, and machine units and 
the compilation of client specifications are completed by a 
USSR head planning and design organization supplier or manufac- 
turer (supplier) taking into account the specifications of the 
presenting organizations that developed the manufacturing blue- 
prints for the complete set products, 


2.4, The head planning and design organization of a USSR min- 
istry suppiier transmits, in response to a user (buyer) re- 
quest, the required technical documentation for the manufacture 
of complete sets of automatic lines, installations, and machine 
units in accordance with their mutually agreed upon schedules 
and the drawing up of a delivery and receipt document. 


2.5. When the manufacturing blueprints for equipment included 
in complete sets of automatic lines, installations, and machine 
units are developed by a USSR ministry planning and design or- 
anization supplier based on the engineering plan of a ministry 
(deeartment) head planning organization client, the timely 
transmission to the manufacturer (supplier) of the technical 
documentation is done by the ministry (department) organization 
client in a volume and schedule specified in a contract signed 
by them. 


3. Manufacture and Supply Procedures for Complete Sets of 
Automatic Lines, Installations, and Machine Units 


3.1. Factors for deliveries of complete sets of automatic 
lines, installations, and machine units are regulated by the 
statute on the delivery of the output of production and techni- 
cal goods, taking i.ito account the specifications discussed in 
the present statute. 


3.2. Bases for the signing of contracts for the delivery of 
complete sets of automatic lines, installations, and machine 
units are extracts from the approved plan for their production 
and delivery, which are delivered within a two-week period fol- 
lowing the approval of the plan by USSR ministry suppliers and 
USSR ministry (department) and union republic councils of the 
ministers clients to the manufacturers (suppliers) and 

users (buyers). 


3.3. When building and reconstructior projects are supplied, 
in accordance with existing procedures by the Main Administra- 
tion for Assembling Equipment under USSR Gossnab or supply or- 
ganizations of ministry lénsartnent) clients, complete sets of 
automatic lines, installations, and machine units are placed in 
the volume of deliveries carried out by the supply organiza- 


pees in accordance with agreements between the manufacturers 
suppliers) and the building and reconstruction enterprises. 
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3.4. USSR Gosplan, Gossnab, and ministries (departments) and 
the councils of ministers of the union republics make allow- 
ances in the plan for the allocation of a separate line of 
funds for materials and manufactured articles, and equipment 
required for the manufacture of complete sets of automatic 
lines, installations, and machine parts within schedules that 
ensure their timely manufacture and delivery. 


3.5. The list and quantity of equipment and manufactured art- 
icles that comprise complete sets of automatic lines, installa- 
tions, and machine units are determined by the manufacturing 
plan and the technical conditions, and when it is necessary, 
they are defined more specifically in accordance with an agree- 
aeny between the manufacturers (suppliers) and the users (buy- 
ers). 


3.6. The delivery of equipment and manufactured articles com- 
prising complete sets of automatic lines, installations, and 
machine units is made in accordance with schedules established 
by the manufacturers (suppliers) of the lines, installations, 
and machine units and the users (buyers). 


3.7. The wholesale prices for the complete sets of automatic 
lines, installations, and machine units are computed and ap- 
proved according to established procedures. 


Markups of 50 percent of the profitability are used in affirm- 
ing the wholesale prices for complete sets of automatic lines, 
installations, and machine units. 


A bonus markup is added to the wholesale price of complete sets 
of automatic lines, installations, and machine units which con- 
tain parameters that are equivalent to the finest domestic and 
foreign models. The marirup bonus is increased by 150 percent 
in comparison with the size of such bonuses as set in accord- 
ance with the USSR Goskomtsen approved decree No 752 of 27 Nov- 
ember 1979: “Instructions on the Procedures for Establishing 
Bonus Markups to the Wholesale Price for New Highly Efficient 
Technical Industrial Production and Discounts from the Whole- 
sa’. trice for Second Category Quality, as Well as for Froduc- 
tior, Nnich Has Not Been Approved Within the Established Time 
“en. dule,." 


rrocedures for establishing the wholesale prices and the bonus 
markups for complete sets of automatic lines, installations, 
and machine units and applying an increased norm of profita- 
bility are approved by USSR Goskomtsen. 


3.8. Calculations for complete sets of automatic lines, in- 
stallations, and machine units are done using the method 
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specified in Paragraph 43 of CPSU Central Committee and the 
USSR Council of Ministers decree No 695 of 12 July 1979. 


When a higher interest rate for the use of a loan is levied 
against the manufacturer (supplier) by bank institutions during 
the credit planning period through the fault of the user (buy 
er), the manufacturer (supplier) has the right to penalize the 
user (buyer) the amount of the levied interest. 


3.9. Instructions for the Soisvery of complete sets of automa- 
tic lines, installations, and machine units unaccounted for in 
this statute are defined in especial conditions for the delivery 
of equivalent types of production or in contracts. 


4, Quality of Complete Sets of Automatic Lines, Installations, 
and Machine Units 


4.1, Complete sets of automatic lines, installations, and ma- 

chine un ts must possess a high level of plant preassembly and 

conform with requirements for assembly technology in accordance 
with engineering tasks and plans. 


Equipment comprising complete sets of automatic lines, install- 
ations, and machine units must be delivered assembled after 
inspections and tests are completed at the manufacturing enter- 
prises. Outsize equipment that ce”not be unloaded assembled is 
delivered in large pieces and assembled units, after undergoing 
intersectoral controlled assembly at the manufacturing enter- 
prise in accordance with technical documentation. 


The quali ty (reliability, durability, and other indicators) and 
completeness of equipment and manufactured articles comprising 
complete sets of automatic lines, installations, and machine 
units must agree with the standards or models (references) and 
contract specifications. The manufacturer (supplier) is re- 
sponsible for the quality and durability of the equipment over 
the life of the guarantee. 


4.2. During the planning and manufacture of equipment and the 
assembly of manufactured articles comprising complete sets of 
automatic lines, installations, and machine units, substantial 
changes in the engineering plans for equipment manufacture may 
not be made without approval from the users (buyers) and, in 
appropriate cases, from planning and design organizations. 
Such changes must be coordinated with the primary assembly 
organization within the department for plant preassembly and 
assembly of industrial equipment. 


4.3. The quality of equipment comprising complete sets of au- 


tomatic lines, installations, and machine units_is attested by 
certificates, data sheets, and technical control section acts 
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the completion of controlled assembling, balancing, and 

Ay whieh are sent, simul*sneously with the unloading of the 
equipment, to the user (buyer), along with the technical condi- 
tions and the assembly characteristics, with the markings for 
delivered parts and the technical documentation on pipe assem- 
bly and communication, Similar documentation for the unloaded 
omplete manufactured articles are appended by the manufacturer 
(supplier) of these articles. 


5. Primary Assembly of Equipment Comprising Automatic Lines, 
Installations, and Machine Units 


5.1. The primary assembly of equipment comprising automatic 
lines, installations, and machine units is done in accordance 
with the requirements of the user (buyer) by the manufacturers 
(suppliers) in accordance with individual contracts agreed upon 
by them. 


The manufacturers (suppliers) can call on primary assembly or- 
ganizations to act as their subcontractors in carrying out the 
primary assembly of equipment. 


Responsibility for the durability of equipment comprising com- 
plete sets of automatic lines, facilities, and machine units is 
held in every case by the manufacturers (suppliers). 


The USSR ministry-level suppliers may assign the obligation for 
the primary assembly of the equipment to special organizations. 


5.2. The manufacturers (suppliers) and the organizations ac- 
complishing the primary assembly of the eT that com- 
prises automatic lines, installations, and machine units are 
obliged to dispatch a contract for the primary assembly of the 
equipment to the users (buyers) within a 10-day period from the 
day an inquiry is received from the user concerning the plans 
for such a contract. 


5.3. The authority and the responsibility for the organiza- 
tions om ot fag the primary assembly of the equipment compris- 
ing automatic lines, installations, and machine units, as well 
as the conditions ensuring the normal organization of their 
work are determined by agreements between ministry (department) 
level clients and USSR ministry level suppliers or in a con- 
tract for the primary assembly of equipment. 


5.4. Expenditures for the primary assembly of the equipment 
that comprises complete sets of automatic lines, installations, 
and machine units must be accounted for in estimates for the 
cor.struction, expansion, and reconstruction, and planned re- 


tooling of enterprises and production systems, using procedures 
established by USSR Gosstroy. 
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6.5, The participants in the primary assembly of the equipment 
comprising complete sets of automatic lines, installations, and 
machine wiits will draw up an act, 


5.6, The interrelationships between the manufacturers (suppli- 
ers) of equipment, manufactured articles, and materials desig- 
nated for the manufacture of complete sets of automatic lines, 
installations, and machine units, including the property re- 
sponsibility for the underfulfillment of contract stipulations, 
are regulated by the statute on the delivery of production and 
technical goods and the special conditions for the delivery of 
comparable types of production. 


6. Property Responsibility 


6.1. For overdue delivery or the underdelivery of equipment 
and manufactured articles within schedules that are specified 
in compliance with Paragraph 3.6. of this statute, the manu- 
facturer (supplier) will pay the user (buyer) a penalty as es- 
tablished in Paragraph 50 of the statute on the delivery of 
production and technical goods or in the special conditions for 
the delivery of appropriate types of production. Adjustments 
for the underdelivery of equipment and manufacturered articles 
are done in accordance with the procedure and schedule estab- 
lished in Section 31 of the statute on the delivery of produc- 
tion and technical goods. 


6.2. The obligation for the complete set delivery of automa- 
tic lines, installations, and machine units is considered to be 
fulfilled when the unloading of all of the components of the 
ees and articles is completely finished within the estab- 
lished contract period for the delivery of the automatic lines, 
installations, and machine units. 


The manufacturer (supplier) pays the user (buyer) a fine in the 
amount of 2.5 percent of the cost of the automatic lines, in- 
stallations, or machine units for an incomplete delivery. Un- 
der special delivery conditions, allowance may be made for a 
different set of fines as a factor of the complexity and volume 
of the delivery of the manufactured articles that comprise the 
oe sets of automatic lines, installations, and machine 
units. 


Independently from the payment of a eee fine for a deliv- 
ery of equipment and manufactured articles comprising complete 
sets of automatic lines, installations, and machine units, 
which involves a violation of the requirements for completeness 
set forth in standards, planning stipulations, or contracts, a 
fine relating to the cost of the equipment or the manufactured 














articles will be levied against the manufacturers (suppliers) 
in accordance with Section 64 of the statute on the delivery of 
production and technical goods. 


6.3. The guilty party pays the other party a fine of 100 
rubles for every day of delay, but not to exceed 1,000 rubles, 
for each occurrence of unjustifiable deviations or delays in 
the completion of a contract for the pranery assembly of com- 
plete sets of automatic lines, installations, and machine 
units (Section 5.2 of this statute). 


The ptreeby responsibility for failure to fulfill or ampveger 
fulfillment of obligations for the primary assembly is speci- 
fied in the contract for the primary assembly of complete sets 
of automatic lines, installations, and machine units. 


For matters that are not addressed in this statute that arise 
during the design, production planning, manufacture, delivery, 
and primary assembly of complete sets of automatic lines, in- 
stallations, and machine units, ministries and departments, 
production associations, enterprises, organizations, and insti- 
tutions are referred to appropriate normative acts, standards, 
and construction norms and regulations. 


7198 
CSO: 1820 


27 











ECONOMIC POLICY, ORGANIZATION, AND MANAGEMENT 


[NSTRUCTIONS FOR COST ACCOUNTING IN DEVELOPING NEW TECHNOLOGY 
Moscow EKONOMICHESKAYA GAZETA in Russian No 9, Feb 80 p 10 


[Instructions* approved by USSR Gosplan, USSR Ministry of Finance, USSR 
Gosbank, the State Committee for Science and Technology and the USSR State 
Committee for Labor and Social Problems and consented to by the AUCCTU on 
31 January 1980: "Instructions on Procedure for Conversion of Scientific- 
Research, Design, Project Planning and Design, and Production Engineering 
Organizations and Scientific-Production and Production Associations (Enter- 
prises) of Industria) Ministries to the Cost-Accounting System of Organiz- 
ing the Work of Creating, Putting Into Production and Applying New Technol- 
ogy on the Basis of Job Orders (Contracts)"] 


[Text] 1. In accordance with Decree No 695 of the CPSU Central Committee 
and USSR Council of Ministers, adopted 12 July 1979 and entitled "On Im- 
proving Planning and Increasing the Impact of Economic Instruments on Pro- 
duction Efficiency and the Quality of Performance," in order to speed up 
scientific-technical progress and to expand the output of highly efficient 
new products, industrial ministries are in 1980 to complete the transition 
of scientific research, design, project planning and design, and production 
engineering organizations and scientific-production and production associa- 
tions (enterprises)** to the cost-accounting system of organization of work 
to create, put into production and apply new technology on the basis of job 
orders (contracts). The job orders (contracts) state the end results of 
the work, including the economic benefit to the national economy, the enti- 
ties responsible for performance and completion dates in all phases--from 





* This procedure also extends to scientific research organizations and 
associations (enterprises) of industrial ministries previously converted to 
the cost-accounting system of organization of the work of creating, putting 
into production and applying new technology on the basis of job orders 
(contracts). 

** Hereafter scientific research, design, project planning and design, and 
production engineering organizations and scientific-production and produc- 
tion associations (enterprises) are referred to as "scientific research or- 
ganizations and associations (enterprises) ." 
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scientific research to application of the results of production, and also 
the materia. resources required, the amount and sources of financing and 
the material incentives for personnel. 


2. The conversion of scientific research organizations and associations 
(enterprises) of the industrial ministry to the cost-accounting system of 
organizing the work of creating, putting into production and applying new 
technology is to be done by the ministry in agreement with the USSR State 
Committee for Science and Technology, USSR Gosplan, the USSR Ministry of 
nance, the USSR State Committee for Labor and Social Problems, and the 
AUCCTU on the basis of the present Instruction. In so doing the ministry 
shall take into account the specific peculiarities of the industry. 


3. In doing the preparatory work for conversion of scientific research or- 
ganizations and associations (enterprises) to the cost-accounting system of 
organizing the work of creating, putting into production and applying new 
technology on the basis of job orders (contracts) the ministry is required 
to do the following: 


i. analyze the scientific research activity of subordinate organizations 
and enterprises, evaluate the results of scientific research, research and 
development and work to put new technology into production in the previous 
period (S-year period or a series of years), study the results of applica- 
tion in the economy of the new technology created in the industry, deter- 
mine the economic benefit obtained from its use, apply the constructive ex- 
perience of industries operating under the conditions of the new system, 
and organize improvement of the businesslike qualifications of personnel at 
all levels of management; 


ii. adopt organizational aad technical measures aimed at obtaining a higher 
economic benefit in the economy from new technology produced by the indus- 
try, at improving the quality of products produced, at shortening the al- 
lowed (planned) time for creating new technology and putting it into pro- 
duction, at applying scientific management and developments that consider- 
ably reduce the labor intensiveness of production, above all in jobs in- 
volving heavy work and harmful working conditions, and at strengthening the 
role of bonus systems in creating new technology and putting it into pro- 
duction; 


iii. draft measures to improve the work of subordinate scientific research 
organizations and associations (enterprises), at improving cost accounting 
and organizational structures of management, at strengthening those units 
concerned with the problems of science and technology, with skilled person- 
nel and with improvement of the economic knowledge of personnel. 


4. The volume of outlays for scientific research, experimental design and 
production engineering projects for the ministry shall be stated in the 5- 
year plan (in a breakdown by years) according to the norms adopted by the 

USSR State Committee for Science and Technology, USSR Gosplan and the USSR 
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Ministry of Finance for the 5-year period (broken down by years) in per- 
centages of net output (normative), and in certain industries--in percent- 
ages of commodity output in comparable prices. The wage fund of personnel 
of these organizations shall also be stated on the basis of the norms 
adopted by USSR Gosplan and the USSR State Committee for Science and Tech- 
nology for the 5-year period (broken down by years) in percentages of the 
volume of outlays for scientific research, experimental design and produc- 
tion engineering projects. 


5. A unified fund for development of science and technology shall be cre- 
ated in the ministry to finance scientific research, experimental design 
and production engineering projects and to reimburse costs incurred in de- 
veloping and putting into production new products and manufacturing pro- 
cesses and in introducing scientific management, and also additional costs 
to improve product quality and higher costs in the first years of produc- 
tion of a new product (at present the respective items are financed from 
the state budget and from deductions from the production cost of industrial 
products). 


The unified fund for development of science and technology is to be built 
up with deductions from the planned profit of scientific-production and 
production associations (enterprises) at the rate established in the 5-year 
plan in percentages of net output (normative), and in certain industries-- 
in percentages of commodity output. To finance particularly important sci- 
entific research projects that require sizable outlays, the resources of 
the state budget may also be used in addition to the resources of the uni- 
fied fund for development of science and technology, by decision of the 
USSR State Committee for Science and Technology and the USSR Ministry of 
Finance. 


The resources of that fund shall be built up and used in accordance with 
the Methods Guidelines on Procedure for Forming and Using the Unified Fund 
for Development of Science and Technology, adopted by the USSR State Com- 
mittee for Science and Technology, USSR Gosplan, the USSR Ministry of Fi- 
nance and the USSR State Price Committee on 11 September 1979 (No 407/197). 


6. In order to stimulate scientific-technical progress in expanding the 
output of highly effective new products a material incentive fund, a fund 
for social welfare and cultural programs and housing construction, and a 
fund for development of the organization shall be created in scientific re- 
search, design, project planning and design and production engineering or- 
ganizations converted to the cost-accounting system of organizing projects. 


The resources of the economic incentive fund shall be built up and used in 
accordance with the Regulation on Procedure for Formation and Use of Eco- 
nomic Incentive Funds in Scientific Research, Design, Project Planning and 
Design, and Production Engineering Organizations, Production Associations 
and Enterprises Converted to the New System of Planning, Financing and Eco- 
nomic Incentives (Cost-Accounting System) of Work on New Technology, to be 
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adopted by the USSR State Committee for Science and Technology, the USSR 
State Committee for Labor and Social Problems, USSR Gosplan, the USSR Min- 
istry of Finance and the AUCCTU, 


In scientific-production associations economic incentive funds shall be 
formed and used in accordance with the Regulation on Procedure for Forma- 
tion and Use of Economic Incentive Funds of Scientific-Production Associa- 
tions, to be adopted by the USSR State Committee for Science and Technol- 
ogy, the USSR State Committee for Labor and Social Problems, USSR Gosplan, 
the USSR Ministry of Finance and the AUCCTU. 


7. The industrial products produced shall be periodically evaluated as to 
their technical-and-economic level and quality, which shall be the basis 
for certification in the superior-, first- and second-quality categories. 


Products shall be certified and recertified in accordance with Decree 

No 1093 of the USSR Council of Ministers, dated 11 December 1979 and enti- 
tled "On Further Enhancement of the Role of Certification of Industrial 
Products in Raising Their Technical Level and Improving Their Quality." 


An incentive supplement to the wholesale price as a function of the annual 
economic benefit from the product's manufacture and use is established on 
highly effective new products for production and technical purposes that 
are on a par with the best Soviet and foreign exemplars, and a reduction 
from the wholesale price is envisaged for products in the second-quality 
category and products which are not certified within the prescribed period. 


These wholesale price increases and deductions are made in accordance with 
Instructions on Procedure for Establishing Incentive Supplements to Whole- 
sale Prices on Highly Effective Products for Production and Technical Pur- 
poses and Deductions From Wholesale Prices on Products in the Second-Qual- 
ity Category and Also on Products Not Certified Within the Prescribed Pe- 

riod, adopted by the USSR State Price Committee on 27 November 1979 

(No 752). 


8. Bonuses shall be awarded to the personnel of scientific research orga- 
nizations and associations (enterprises) of the industrial ministry as a 
function of the total economic benefit actually obtained in the national 
economy from use of the advances of science and technology and shall be 
paid in conformity with the Standard Regulation on Awarding of Bonuses to 
Personnel of Organizations Converted to the New System for Motivation of 
Work on New Technology, adopted by the USSR State Committee for Labor and 
Social Problems and the AUCCTU on 30 January 1978 (No 31/5-2). 


Awards for the results of annual work shall be made to the personnel of 
these organizations and enterprises in accordance with the recommendations 
on the Procedure and Conditions for Payment of Awards to Personnel of En- 
terprises and Organizations of the National Economy for Overall Performance 
for the Year, adopted by the USSR State Committee for Labor and Social 
Problems in the AUCCTU. 
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9. In agreement with the USSR State Committee for Science and Technology, 
the USSR Ministry of Finance, USSR Gosbank and USSR Stroybank the ministry 
is to accomplish the gradual conversion during the llth Five-Year Plan of 
scientific research, project planning and design, and production engineer- 
ing organizations to the system of settlement for work completely finished 
and accepted by the customer instead of payment by stages. These organiza- 
tions shall be converted in accordance with the Instructions on Conversion 
of Industrywide Scientific Research, Project Planning and Design, Production 
Engineering and Project Planning and Surveying Organizations to the System 
of Payment for Work Completely Finished and Accepted by the Customer, 
adopted by the USSR State Committee for Science and Technology, USSR Gos- 
plan, USSR Gosstroy, the USSR State Committee for Labor and Social Problems 
and the USSR Ministry of Finance in agreement with the AUCCTU, USSR Gosbank 
and USSR Stroybank on 12 October 1979 (No 40-7/215). 


10. USSR Gosbank and USSR Stroybank shall grant credit as follows: 


i. to ministries and departments for projects financed from the unified 
fund for development of science and technology when during the year there 
is a discrepancy between the flow into that fund and the size of outlays 
made from the fund; 


ii. to scientific-production and production associaticas (enterprises), as 
follows: 


a. to pay for projects financed from the unified fund for development of 
science and technology if these projects were completed in a shorter time 
than envisaged by the plan; 


b. to carry out highly effective measures to develop science and technol- 
ogy not envisaged by the plan, the credit to be repaid and the interest 
paid from the unified fund for development of science and technology within 
2 years from the date when the credit was granted. This credit is extended 
under a guarantee of the ministry or all-union (republic) industrial asso- 
ciation. 


At the beginning of the period of conversion to the cost-accounting system 
for organization of these projects USSR Gosbank, in agreement with the USSR 
Ministry of Finance, shall at the request of the ministry extend it credit 
in the amount necessary to finance scientific research, experimental design, 
and production engineering projects and measures related to putting new 
technology into production, and this credit will be repaid during the calen- 
dar year from the ministry's unified fund for development of science and 
technology. 
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PLANNING AND PLAN IMPLEMENTATION 


PLAN INTENSITY METHODOLOGICAL INSTRUCTIONS 
Moscow EKONOMICHESKAYA GAZETA in Russian No 5 Jan 80 p 6 


{instructions approved by USSR Gosplan on 15 Jan 1980: "“Meth- 
odol ry, Instructions on Procedures for Determining Plan In- 
tensity” 


ext/ These methodological instructions were prepared in com- 
Pliance with decree No 695 of the CPSU Central Committee and 
the USSR Council of Ministers of 12 July 1979: “On Improving 
Planning and on Strengthening the Influence of the Economic 
Mechanism in Enhancing the Effectiveness of Froduction and the 
Quality of Work.” The instructions contain the basic assumpt- 
ions for the evaluation of the level of intensity of the five- 
year and annual plans formulated by production associations and 
enterprises. 


1. The tasks for determining the intensity of five-year and 
annual plans that are developed by the labor collectives of 
production associations and enterprises are to: 

a) ensure the further growth of production, its effective- 
ness, and the intensification of the economic system, and in- 
crease the quality of production; 

b) evaluate the extent of agreement (approximate) of plans 
with normative requirements; 

c) identify production resources and adopt counter plans and 
socialist obligations that ensure increases in plan intensity 
$e govensee levels for each production association and enter- 
prise; 

d) account for plan intensity levels when determining the 
dimensions of the economic incentive funds and summing up the 
results of the socialist competition. 


2. A plan is considered to be intense when it ensures the ful- 
fillment of the established tasks and the rational use on a 
normative level of the production capacity and the expenditures 
of material, labor, financial, and other resources. 
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The normative level mentioned is calculated on the basis of a 
system of progressive and scientifically based technical and 
economic norms and normatives. 


3. The initial base for determining the intensity of a plan 
comprises the production association or enterprise peegper’s. 
asystem of progressive norms and normatives, control figures 
and tasks approved by higher organizations, and the analysis of 
statistics and accounting data. 


4, The system used for ovasveting the plan intensity of a pro- 
duction association or an enterprise generally includes indices 
from those that were spproves by higher organizations, as well 
as others that are critical for increasing the effectiveness 
of production and the quality of work: 

a) the use of production capacity; 

b labor productivity (based on the individual worker) ; 

¢ the proportion of the production of the highest category 
quasi ty output (or other indices of the quality of output); 

d) the cost of production (profits resulting from reductions 
in the cost of production). 


If required, other factors that may be included in the system 
of indices are: the shift operations of equipment, Sopienen’ 
loads, the capital-output ratio (the total or the credit por- 
tion), and the materials-intensiveness of production (or the 
proportion of capanss puree for a unit of capacity and work), as 


St as the specific indices for a given industry or production 
system. 


5. The level (coefficient) of plan intensity (Ci), using an 
appropriate indicator, is determined by dividing the forecasted 
yeaue of the planning indicator (Apl) by its normative value 
t): 
Apl 
Gis o-- 
Ant 


6. Calculations for evaluating the plan intensity of a produc- 
tion association or an enterprise are completed at every stage 
of plan development. 


An example of the calculation of the coefficient of plan inten- 
Sity based on production capacity is given below: 
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Norma- Planned Average Coefficient 





tive of Output Annual Fro- of 
Art- Net of Pro- duction Cap- Intensity 
icle Output* ducts (Apl)  acity (Ant (Ci) 
a I Il I I] 
A 1500 810 1215 900 1350 0.91 0.91 
B 1800 930 1674 #1100 1980 0.85 0.85 
C 950 230 220 260 247 0.89 0.89 
total (annual) 3109 3577 0.87 


*When the normative of net output is unavailable, the 
wholesale price of a unit of production is used. 

I- in physical terms 

IIl- in terms of value (thousands of rubles) 


7. The coefficient of plan intensity is an analytical method 
of calculating an indicator. The optimum value of the coeffi- 
cient of plan intensity is equal to a unit. 


8. Plan intensity is evaluated primers ly on the basis of a key 
indicator (in eortain instances, on the basis of two key indi- 
cators), while the level of the remaining indices are calcu- 
lated as supplementary evaluation criteria. When necessary and 
feasible, a grouping of individual indicators may be used. 


9. The composition of fundamental evaluation indices for plan 
intensity is established by higher organizations as a factor 
of the specific tasks of an industry and the specifications for 
a given production system. 


10. For each indicator adopted as a criterion for evaluating 
plan intensity, methods for determining normative values and 
procedures for their approval should be provided in the method- 
Ological instructions for an industry. 


ll. The composition of the evaluative indicators of plan in- 
ey for planned tasks of shops, sections, brigades, and 
work places are determined by the management of production as- 
sociations or enterprises as a part of the system of general 
indices established for the production associations or enter- 
prises, taking the characteristics of the production system 
into account, 


12. When calculating the values of the coefficient of plan in- 
tensity, it is necessary to begin with the indices of the pro- 
duction volume (output and the work performance) adopted for 
the formulation of the plan, taking into account the most com- 
prehensive reflection of labor costs in a specific collective, 
the normative labor intensiveness, the natural measurment, the 


normative net output, the normative cost of processing, and 
other factors. 
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13. To achieve a steady increase in plan intensity and the 
attainment of its maximum possible value within the five-year 
and annual plans, production associations and enterprises de- 
velop measures that ensure the necessary growth in production, 
increases in its intensification and effectiveness, the 
strengthening of the economic system, and the avoidance of 
losses. 


Here it must be kept in mind that the measures that simultane- 
ously lead to an increase in production capacity also should 
ensure the additional output of goods (rendering of services). 


An important role in increasing plan intensity should be played. 
by counter plans, socialist obligations, rational proposals, 
and inventions. 


14, Prior to the creation and approval of the normatives adop- 
ted for the evaluation of intensity within individual produc- 
tion associations and enterprises, indices of the system of 
ee intensity can be compared with the achievements of the 
eading enterprises having similar production characteristics. 
In this case, the relative (comparative) plan intensity is de- 
termined by dividing the indices for a given enterprise by the 
progressive value of the appropriate indicator for an associa- 
tion (enterprise) of a specific group. 


The level of plan intensity for the leading enterprise that is 
used as a reference is calculated on the basis of the tasks and 
measures covered in its plan, 


15. Plan intensity is determined in the following manner: 

a) the data from the production association or enterprise at 
the beginning of the planning period are refined, including the 
technical and economic indices and the norms for the expendi- 
ture of all types of resources; 

b) the effects on the passport indices and the normative 
base of the measures adopted and accounted for in the project 
plans (and in the plan) are calculated, particularly the sec- 
tion "Technical and Organizational Development of Production" 
(the creation and starting up of new types of production; the 
introduction of advanced technology and the mechanization and 
automation of production; the improvement of management, plan- 
ning, and the organization of production; the introduction of 
the scientific organization of labor; the development of sup- 
plementary production; and so forth); 

c) the dimensions for the putting into use and retirement 
of fixed capital funds and production capacity are established, 
and the level of mastering the planning and technical and eco- 
nomic indices and the normatives for new (reconstructed and re- 
tooled) projects and capaci ties are refined; 

d) based on the adopted system of indices for evaluating 
plan intensity, the average annual values in the five-year plan 
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and the averaged quarterly values (in certain cases, the aver- 
aged monthly values) for the normatives in the annual plans are 
determined. 


16. Calculations of the production capacity are done in agree- 
ment with special instructions No VL-1-D/4-66 for the calcula- 
tions of the production capacities of existing industrial en- 
terprises and production associations (combines), which were 
approved by USSR Gosplan and the Central Statistical Director- 
ate on 13 January 1977 and developed on the basis of sectoral 
instructions. 


At enterprises with planned capacity or individual projects 
that are in the stage of being put into operation, the norma-— 
tive capacity is calculated in accordance with the methodologi- 
cal instructions for determining the norms for the duration of 
operation of planned capacity and the economic indices for put- 
ting industrial enterprises and projects into epevessen that 
were approved by USSR Gosplan on 29 March 1979. 


Over the course of normative schedules for operations, the 
normative capacity is determined in the same manner as for ex- 
isting capacities, independent from the levels of their actual 
use . 


17. Calculated using scientifically based normatives and 
norms, the levels of intensity for a five-year plan, subse- 
quently and during their fulfillment, can be refined in the 
annual plans (the technical output and financial plans), taking 
into account the effects of the adopted counter plans and the 
basic technical and economic factors on changes in plan inten- 
sity. These factors are combined in the following groups: 

a) increases in the technical level of production; 

b) improvements in the management and organization of pro- 
duction; 

c) changes in the volume and structure of production; 

d) improvements in the use of natural resources; 

e) sectoral and other factors. 


18. The identification and use of reserves to increase plan 
intensity should become one of the most important conditions of 
the socialist competition of labor collectives in industrial 





1. "Methodological Instructions for Determining the Norms for 
the Duration of Operation of Planned Capacity and the Economic 
Indices for Putting Industrial Enterprises and Frojects into 
Operation.” Norms for the Duration of Operation of Planned Ca- 
pacities of Industrial Enterprises and Projects. Moscow, 
"“Ekonomika," 1979, 
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associations and enterprises and their production subdivisions, 
as well as a personal obligation of the members of the collec- 
tive, 


With the goal of hongneensag the interest of labor collectives 
in the developing and adopting of intensified plans, the level 
of their intensity is considered during the evaluation of plan 
fulfillment and the tabulation of the results of the socialist 
competition, 


Accordingly, a listing is compiled at enterprises and produc- 
tion associations of the measures which can earn bonuses based 
on various categories of workers. 


19. The level of plan intensity is considered during the for- 
mation and use of economic incentive funds in accordance with 
the established general instructions and procedures for forming 
such funds. 


20. In compliance w th these metnodological instructions, min- 
istries and departments develop and approve sectoral method- 
Ological instrustions for the procedures for determining the 
ew intensity of production associations and enterprises with- 
na given industry, which reflect the specific characteristics 
of their operations, and furnish examples of calculations and 
other required recommendations. 
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INVESTMENT, PRICES, BUDGET AND FINANCE 


BUNICH ELABORATES ON COST ACCOUNTING FINANCING 
Moscow DEN'GI I KREDIT in Russian No 1, Jan 80 pp 22-30 


[Article by P. G. Bunich, corresponding member of the Academy of 
Sciences USSR: "Questions of Improving Cost Accounting Relationships"] 


[Text] One of the determining characteristics of the contemporary 

phase of development of the USSR economy is, as everyone knows, the 
reinforcement of economic accountability (cost accounting). To achieve 
this wages and stimulation funds are increasingly made directly de- 
pendent on net output and calculated profit, the final indicators of the 
work of economically accountable collectives. 


But economic accountability has its greatest impact on production effi- 
ciency when the direct relationship between final results and resources 
left at the disposal of collectives applies to the other sources of 
reproduction as well. After all, if collectives are allocated most of 
their fixed capital and working capital from centralized capital in- 
vestment and the increase in working capital is accomplished by bud- 
getary distribution, that is, independent of the results of work, it 

is possible to maintain a high level of wages by eating away at sources 
earmarked for replacement and enhancement of technical facilities and 
by undermining stocks of materials. It is a different thing when all 
resources for simple and expanded reproduction must be engaged, when 
current and future funds for wages and incentives are “guaranteed” by 
technical progress and efficient workine capital resources financed 
out of the collective's own income. Applying economic accountability 
principles, which began with the economic categories of wages and 
stimulation funds, to the sources of material support for production 
completes the process of creating an effective economic accountability 
mechanism; it eliminates the last “loopholes” through which wages can 
be increased regardless of the collective's concern for its own de- 
velopment. This may be viewed as the transition to a full, completed 
economic accountability mechanism that aims at raising production 
efficiency by every means, in both static and dynamic terms. 
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Long ago, analyzing the first phase of communist society in his 
"Critique of the Gotha Program," K, Marx wrote that “each individual 
producer receives back from society, after every thing is subtracted, 
exactly as much as he himself gives to society, That which he gave to 
society is his individual labor share, He receives from society a 
receipt which states that he has delivered a certain atount of labor 
(subtracting his labor on behal! of public funds) and with this re- 
ceipt he receives from public stocks an amount of consumption goods on 
which the same amount of labor has been spent. It is apparent that the 
same principle reigns here as takes place in commodity exchange, because 
that is an exchange of equal values."' This principle is feasible when 
the value of output at each enterprise (for working people enter rela- 
tions with the state as members of a particular collective, not "on 
their own") is applied to the fund for replacement of depleted means of 
production, the wages fund, the production expansion fund, and the re- 
serve or insurance funds and deductions on belalf of public funds, 
which is mentioned in the same work by K. Marx, 


Vv. I. Lenin also pointed out numerous times that switching state enter- 
prises to economic accountability is, to a significant degree, switching 
them to a commercial basis,’ and commerce, of course, is trade, based on 
repayment of all expenditures with profit. V. I. Lenin emphasized the 
necessity for economically accountable collectives to be fully res pon- 
sible for the results of their work in his letter to G. Ya. Soko! 'nikov 
on 1 February 1922, where it is stated: "I think that trusts and enter- 
prises on economic accountability were founded precisely for the pur- 
pose of being fully responsible for seeing that their enterprises do 

not lose money." 


Some believe that by “not lose money" V. I. Lenin meant only that 
enterprises would insure simple reproduction and repayment of material 
expenditures and wages. But if all enterprises are responsible for 
simple reproduction, they will be interested in it alone, and how will 
society as a whole achieve expanded reproduction? Where will it find 
adequate resources for this? The enterprises and society develop 
successfully only where they function on the same foundation, when 
there are standardized, uniform principles of economic activity. We 
should note, incidentally, that Lenin's demand that enterprises "not 
lose money" was formulated without restriction to simple reproduction. 
Therefore, it would be logical to understand this challenge to mean 
that reproduction as a whole should be done without losses. 


Economically accountable self-financing is sometimes equated with 
turning state enterprises into cooperative enterprises. Self- 
financing and cooperative socialism, under this view, are presented as 
virtually the same thing. This is a flawed and dangerous viewpoint. 
Economically accountable self-financing based on public p~operty re- 
produces that and nothing but that property. There is no change in 
the nature of public property, no reversion to ownership by particular 
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collectives under economical self-financing. Self-financing is merely 
4 supplementary economic tool, one more lever to stimulate collectives 
to more efficient labor. It is nothing more chan that. 


A second mistaken interpretation of economically accountable self- 
financing is ite absolutization, considering it the only acceptable 
form of financing. There are, in fact, spheres of activity and regions 
of the country where outright redistribution of finances within a sec- 
tor by budgetary or equivalent means (including through the uniform 
fund for development of science and technology) produces an incompa- 
rably greater effect than self-financing. Some examples are providing 
sources for the development of pure science, designing and building 
fundamentally new types of complex products, development of new terri- 
tories, and measures aiming at a social impact. Therefore, economic- 
ally accountable self-financing is not a universal method of financing. 
It is only the best in a certain area, under certain conditions. 


Enterprises owned cooperatively (that is, kolkhozes, producert coopera- 
tives in extraction, production, and construction work, consumer coop- 
eratives, and the like) have operated on self-financing principles 
since they were formed and do so today. These principles were also 
applied widely in the activities of state enterprises during the NEP 
period. They were also partially followed in later stages, primarily 
in simple reproduction and use of the enterprise (directors') fund. 
The CPSU Central Committee and USSR Council of Ministers decree en- 
titled "Improving Planning and Strengthening the Influence of the 
Economic Mechanism on Raising Production Efficiency and Work Quality” 
envisions significant development of these principles in application 
to the tasks and distinctive features of the current phage. According 
to this decree, beginning with the llth Five-Year Plan norms will be 
set for deductions from the profit left at the disposal of sectorial 
industrial ministries to finance capital investment, repay bank 

credit vith interest, support increases in working capital, form the 
uniform fund for development of science and technology and economic 
stimulation funds, and for other planned expenditures to develop the 
sector. Where the ministry's own working capital is inadequate to 
finance capital investment in production projects the plans of the 
ministry will provide for bank credit and budget allocations. This 
entire system personifies economically accountable self-financing 
because there are usually no budget appropriations or they are used 
for a single purpose that is strictly limited in scope and time. 


Two experiments preceded the large-scale use of economically account- 
able self-financing. The first involved share distribution of profit 
and was conducted by the Ministry of Instrument Making, Automation 
Equipment, and Control Systems, the Main Administration for Motor 
Vehicle Transportation in Moscow, the Belorussian Ministry of Motor 
Vehicle Transportation, the Latvian Ministry of Motor Vehicle Trans- 
portation, the Kazakh Ministry of Motor Vehicle Transportation, the 








Georgian Ministry of Motor Vehicle Transportation, the Moscow Oblast 
Administration of Motor Vehicle Transportation, the Belorussian Ministry 
of Industrial Construction, the Lithuanian Ministry of Construction, the 
Belorussian Ministry of Installation and Special Construction Work, the 
Main Administration for Engineering Construction in Moscow of the Moscow 
City Executive Committee, the Belorussien Ministry of the Building 
Materials Industry, the Belorussian Ministry of the Timber and Wood 
Processing Industry, and others. The second experiment involved stimu- 
lation of technical progress (creating a single fund for the development 
of science and technology, systems of price supplements for quality 

and efficiency, and so on) and was conducted by the Ministry of Elec- 
trical Equipment Industry and 14 other USSR ministries. The experiments 
led to a number of positive results. Enterprises paid more attention 

to profit and improvements in their products, and scientific work be- 
came more closely related to the needs of the sectors. The two experi- 
ments were consolidated into a single overlapping system to realize 

the full range of advantages of an experimental check of the activities 
being analyzed. The Ministry of the Electrical Equipment Industry, 
Ministry of Heavy and Transport Machine Building, Min‘ocry of Power 
Machine Building, Ministry of Agricultural Machine Building, and a num- 
ber of other ministries began working under this scheme. A similar 
system was envisioned for all industrial ministries by the decree of 
the CPSU Central Committee and USSR Council of Ministers on improving 
the economic mechanism. 


With all its advantages, the system of economically accountable self- 
financing that is being disseminated still does not create a direct 
relationship between the results of the economic activity of collec- 
tives and the amount of cost accounting income. The enterprise share 
of profit is determined on an individual basis. Enterprises with high 
indexes may form comparatively small economic accountability funds if 
this follows from planned proportions. On the other hand, collectives 
whose indexes are modest have the right to keep major resources for 
themselves if this is necessary to society at large. This method 
serves the plan, which is its strong point. The essential character- 
istics and role of the plan in a socialist economy, where it is pre- 
cisely during the planning process that decisions being made are 
thoroughly substantiated, the most economical ways to achieve goals 

are found, and the best alternatives of development are determined, 
lead us to this understanding of financing. The subsidiary, service 
role of financing in such a situation is its most effective role. Then 
when practical experience necessitates planned adjustments and new de- 
cisions, the financing system should adapt smoothly, quickly, and oper- 
ationally to the modified plan assignments (through a system of special 
finance reserves, planned corrections to include changes in financial 
flows, and so on). 


But the established procedure enables collectives to count on not just 


their own achievements, but also on getting "favorable" norms for de- 
duct from profit for their own use. Under the present system the 


2 














one who comes out on top is sometimes not the one who gave a great deal, 
but rather the one who took a great deal, This is its weak point, 


The collectives’ own capital for financing centralized capital inveat- 
ment t# allocated to collectives, It 1a nominally thetr own, but tf thene 
investments were not envisioned by the national economic plan the capital 
would be taken into the state budget. In other words, this is not really 
their "own" capital as much as it is budget capital left in the local area 
to create "transit finance transfers" and bolster the collectives’ in- 
terest in fulfilling profit and depreciation plans. 





Credit for centralized investment is repaid not from assigned cost ac - 
counting funds, but essentially by reducing profit taken into the state 
budget, in other words, essentially at the expense of the budget. The 
second source for repayment of loans for centralized capital investment 
is depreciation against tronewal to the extent that, in the absence of re- 
payment of credit, it also would be redistributed outright. 


Noncentralized capital investments are in fact carried on primarily 
through assigned cost accounting capital But they play a comparatively 
small part. Moreover, even here there are opportunities to bring in non- 
cost accounting sources. When determining payback time and sources for 
repayment of credit for production of consumer goods it is authorized 

to consider also up to 50 percent of the turnover tax, income which at 
the present time is not assigned by cost accounting procedures, 


Up to 15 percent of the depreciation deductions designated for capital 
repair go into outright redistribution within the sector. ° 


The functions of the fund for production development have been narrowed 
somewhat. Specifically, they are not used to finance increases in work- 
ing capital. This is done by reducing the planned amount of profit and 
the amount of profit subject to payment to the state budget. This means. 
it is a budget source, not true economically accountable self- financing .® 


The question arises: is it possible to construct a system which in- 
volves, at one and the same time, the primacy of the national economic 
plan and self-financing through the formation of income, not by getting 
favorable norms. This is indeed a problem that deserves attention. 
Whether there will be true self-financing or not depends on the solution. 


Economic accountability can be “woven into the fabric" of the plan, in 
our opinion, not only by establishing straight-line individual norms 
for deductions from profit to be used by collectives, but also by an- 
other, more complex but also more effective, method. To achieve the 
desired result it is advisable to review and test experimentally a 
model of distribution of calculated profit consisting of the following 
s ges: in this case calculated profit is equal to balance profit 
minus not just the payment for capital, rent, and fixed payments, but 
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aleao interest on credit, The first thing necessary is to establish the 
size of production development funds at the level of the needs of eco- 
nomically accountable collectives for comparatively small "tactical" 
capital investment and increase in working capital, that is, at the level 
of financing of expenditures which will be decided upon by the assocta- 
tions (enterprises themselves within the framework of their information 
and perspective, not conflicting with national economic interests and 
national economic information). In reality, decisions made in the local 
area on questions of replacing old equipment with new equipment, small- 
scale modemization, capital repair of existing fixed capital, growth 
in working capital, and other matters coincide in principle with na- 
tional economic decisions, except that they are better because they 

are more accurate and more operational. This means that such decisions 
do not need any special national economic "surveillance" or refinement. 
The whole question is correctly calculating norms for each sector for 
deduction from calculated profits to production development funds for 
the level of fund-formation indexes. Where necessary these norms will 
be differentiated depending on the structure of fixed capital in various 
sectors, the proportion of its active part, the degree of wear and rate 
of increase in it, the period of turnover of working capital, and other 
factors. 


After subtracting the amount going to form production development funds 
from calculated profits (before this, the profit should be reduced by 
the analogous sums of incentive funds calculated at special norms that 
express the socially necessary "replacement" of the permanent part of 
earnings out of the variable part for the final collective result), 

the principal question arises: distribution of the remainder. It must 
be remembered here that the remaining calculated profit differs quite 
Significantly at different enterprises. 


Wholesale prices for scarce goods are, of course, higher than prices for 
articles produced in adequate amounts. In the first case, therefore, 
the calculated profit will be greater than in the second. Where the 
rate of payment for capital is even and there are several different 
norms for deductions to the production development fund the associations 
(enterprises) producing scarce products will receive a significant ad- 
vantage in cost accounting income compared to associations (enterprises) 
that produce readily available goods. Part of this surplus should, in 
our view, be withdrawn by a progressive income tax, because its occur- 
rence cannot be attributed entirely to the achievements of the col- 
lective. 





From the "remaining" balance of calculated profit it is necessary to 
subtract capital for accelerated repayment of long-term credit taken 
during those periods of development of the collectives when their in- 
comes were lower than their need for planned growth. After this (al- 
though before would be better) it is wise to reserve part of calculated 
profit for the financial reserves of the collectives (before they are 
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filled in conformity with norms) which have been "devastated" in the past 
by a shortage of capital for planned needs, ’ 


Then the "free" calculated profit should be correlated with the assign- 
ments established for the collective from above with respect to central- 
ized capital investment and growth of working capital related to it. 

If they are equal economic accountability self-financing and planned 
needs coincide. But such coincidence is possible only by accident, 
Therefore we should review the standard case where the cost accounting 
income and planned needs do not coincide, Let us take a situation 
where income exceeds the needs set by society. Then the excess should 
be reduced by a progressive tax and the remainder spent for increasing 
production development and incentive funds (with additional tax regu- 
lation of the total sum of earnings and initial and final , deduct tone 

to the material incentive funds calculated per employee) .° 


Where there are taxes on calculated profit, on the surplus of average 
total income calculated per employee above a normative level, and pos- 
sibly a tax on the production development fund, the question arises of 
a special income tax on individually paid incomes, ? 


When cost accounting income is inadequate to finance the needs of 
planned development, the amount lacking may be obtained from financial 
reserves created earlier or from credit granted for planned needs, !° 
This is the basic scheme for subordinating economic accountability self- 
financing to the guiding principle of our economy, which is planning. 
According to this scheme the collectives themselves earn the capital 

for their development, but the central planning agencies decide where 
most of it is to be spent. In a planned socialist economy the accumu- 
lation of seccurece and determination of their further destiny are not 
the same thing. ! 


Although surpluses and shortages of cost accounting resources compared 
to essential economic needs are subject to different forms and methods 
of regulation, I would like to observe that under certain conditions 
the need for such regulation at all is minimal. 


In the first place, to the extent large amounts of calculated profit 
are typical of sectors which produce scarce output which the economy 
needs greatly and is allocating major capital investment to obtain, ex- 
cesses of income in highly profitable sectors wi generally find 
planned utilization right where they are formed. 12 


In the second case, within the framework of large associations avail- 
able capital quite often corresponds to national economic needs. Ac- 
cording to the General Statute on the All-Union and Republic Industrial 
Associations, the all-Union industrial association insures full repey- 
ment of production expenditures, maintenance of the administrative 
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apparatus, payments to the budget and bank, development of the associa- 
tion, formation of funds and reserves, and the like, }3 


In the third place, the practice of building general facilities that 
serve the needs of several enterprises is expanding. The enterprises 
themselves allocate capital for their formation. This provides a new 
way to use cost accounting resources efficiently, There were 8,906 
intertarm enterprises, organizations, and associations in agriculture 
alone in 1978, with 137,400 participating farms, ! 


In the fourth place, with adequately high payments on behalf of society 
the probability of a shortage of capital increases, and this is simpler 
to regulate than a surplus. 


In the fifth place, as optimization of the economy progresses it will 
be increasingly characteristic for accumulative resources and plan as- 
Signments to coincide, not deviate frum one another. 


Economic accountability self-financing, as already observed, is linked 
to the development of credit. At the present time credit has a compar- 
atively small part in fixed capital in our country. In 1976 the share 
of bank credit in the total volume of sources of centralized investment 
for state and cooperative enterprises and organizations was 5.9 per- 
cent!>5; it was higher, 18.9 percent, for financing noncentralized capi- 
tal investment.'©® This is no accident. Investment loans have been 
viewed primarily as a means of responding to situations not envisioned 
by the plan. 


In the future loans will be used first and foremost as planned regu- 
lators of economic accountability self-financing. This follows from 
the established procedure for making up a planned shortage of eco- 
nomic accountability resources through planned credit. The experience 
of various socialist countries where loans play a large part in invest- 
ment financing testifies on behalf of this conclusion. !7 


In order to further the development of credit relations we must shut 
off broad enterprise (association) access to the use of budget and 
other non-cost accounting funds, synchronize the availability and move- 
ment of loans with material-technical resources, and determine pre- 
cisely the times and procedures for repayment of them. 


There are substantial differences in repayment times for loans 

granted in different sectors and for different projects. Credit 
granted to industry as centralized capital investment fur the construc- 
tion of new enterprises is repaid within no more than five years. 
Credit for state capital investments beyond the credit ceiling for 
highly efficient steps to produce new output, raise the quality of 
products being produced, and expand the production of consumer goods, 
and improved domestic services will be granted with repayment of the 
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loan out of additional profit over a period of up to two years, Loans 
for centralized capital investment in agriculture must be repaid within 
20 years, while for noncentralized investment the period is six years, 
There are spheres where no normative payback times are set at all, for 
example in granting credit for centralized investment in reconstruction 
of industrial enterprises. 


The repayment period for loans for capital investment must be reconciled 
with the circulation of the value of the productive capital and depre- 
ciated service life, If the depreciation fund designated for replace- 
ment is used to repay investment loans, in the full service life of the 
object the bank will recover the entire loan and the economically ac- 
countable collective will experience no financial difficulties. After 
all, capital renewal is not needed until a certain time, and the depre- 
ciation deductions for this purpose are unrestrained. The need for cap- 
ital will arise only when the old volume is written off and must in 

fact be replaced, The amount of capital renewal funds used to repay 
credit will have to be replaced from another source, for example ex- 
tended credit or accumulated above-norm profit, /8 


When credit is repaid faster than capital renewal time, the deprecia- 
tion deductions will count against replacement within the limits of its 
accumulation in the shortened period. In other words, they are inade- 
quate to cover the entire loan. The only place to look for the missing 
amount is in profit. If this profit is equal to normative profit and 
the bank interest taken from it is not less than the payment for capi- 
tal (this condition is essential so that credit resources will not 
produce a smaller return than budget appropriations)!? the difference 
between normative profit and loan interest will be equal to the norma- 
tive cost accounting income. Under these conditions, using profit to 
accelerate repayment of credit will be equivalent to "intruding" in 
normative cost accounting income and will put the association (enter- 
prise) in a difficult position. Only above-norm profit can be used to 
accelerate loan repayment, but not all enterprises have such profit 
and, therefore, this cannot be grounds for instituting a general rule 
on repayment of investment credit more rapidly than the capital renewal 
time. In various socialist countries long-term loans are granted for a 
period that corresponds or is close to the capital renewal period. 

For example, in Poland loans for building new projects are granted for 
8-20 years, while for reconstruction of existing ones the times ere 5- 
14 years, in Czechoslovakia the figure is 8-12 years, in Romania 10 
years, and in Hungary — 68 years.*9 Accordingly, loans are re- 
paid primarily by depreciation against capital renewal. This system 
is particularly well developed in Poland. 


There is also great variation in setting the starting times for repay- 
ment of long-term loans. If they are granted for centralized capital 

investment in industry, repayment begins after the project is launched. 
Loans for noncentralized industrial investment must be repaid from the 
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day of issuance, Credits for noncentralized capital investment by 
sovkhozes begin to be repaid from the sixth year after they are issued, 
while for noncentralized capital investments repayment begins when the 
project is put into operation. There should be standardization of start- 
ing times for loan repayment so that they begin after a normative period 
for construction of the fixed capital (the interest should be accumu- 
lated from the moment that the credit is issued). 


Self-financing cannot be considered full if it does not compensate for 
the full prime cost, or if collectives do not make all essential pay- 
ments to society or make them in reduced amounts. The CPSU Central 
Committee and USSR Council of Ministers decree on improving the eco- 
nomic mechanism outlined steps to take fuller account of expenditures 
for production. These measures include institution of a payment for 
water and a rise in rates and payments for state social insurance. 

A review of wholesale prices is planned with the particular purpose of 
determining precise prime costs. At the same time the economic appraisal 
of plots of land will be taken into account only in the stage of 
technical-economic substantiation of construction, and not during their 
economically accountable activities. The increase in the price charged 
for geological exploration or increase in the cost of fixed capital be- 
ing introduced by the amount of this work deserves attention. It seems 
correct to transfer the receipt of part of the information to a compen- 
sated basis which reflects the impact of this information. Numerous 
economists are correctly raising the question of instituting wage- 
dependent enterprise payments to reflect in prime cost the normative 
effect of expenditures by society to train cadres and expenditures for 
other public consumption funds. 


The planned reduction of exemptions on the payment for capital will help 
the development of true self-financing. The problem of expanding rent 
payments is pressing; at the present time they have been introduced 
only in petroleum and gas extraction, asbestos production, and two raw 
material deposits for ferrous metallurgy. These payments are not well 
oriented to sufficiently complete recovery of the primary types of 
mineral products (the coefficient of petroleum extraction from pools 

at most deposits is not more than 50 percent*!, and on the average 20-25 
percent of explored resources remain in the ground?) , Moreover, rent 
payments do not stimulate proper recovery of by-products. Rent for 
favorable deposits is by no means collected everywhere. 


Self-financing resources, above all profit, are artificially broadened 
by the lack of several penalty payments. in particular, there has been 
no payment for discharging waste water into natural bodies of water 
since 1962,*° and the earlier payment was too low and had no impact. 
Under current conditions it would be advisable to return to this 

issue and establish effective penalties for damage to the actual en- 
vironment. Profit is also overstated when penalties collected from 
economically accountable partners are too small. The fact that 
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interest is not computed for enterprise monetary capital kept in banks 
also tends to reduce profit. Only the kolkhozes receive interest on 
their deposits, at a rate of 0.5 percent annual interest, ** 


The preservation of excess elements of redistribution of capital within 
sectors from enterprises with good results to enterprises with compara- 
tively poor indexes hampers consistent introduction of economic account- 
ability self-financing. For example, deductions to uniform funds for 

the development of science and technology are differentiated at many 
enterprises proportional to their incomes, But the practice of uncompen- 
sated redistribution of working capital has not been completely overcome. 
The use of sectorial reserves related to material supply, the wages 

fund, production volume, capital investment, and other sources to sup- 
port associations (enterprises) where problems with fulfillment of 

plan assignments occur is redistributive in nature. 


If economic accountability self-financing is adequately developed, and 
wages and reproduction as a whole are covered by the earnings from eco- 
nomically accountable activities, the interest in overstating requests 
for investment should disappear. This will raise the question of 
whether the payment for capital is needed (interest on credit, rent 
payments, and the like are essential under self-financing as well). The 
solution to this question will depend on the comparative efficiency of 
various methods of accumulating part of the income of associations 
(enterprises) on behalf of society and on the scale of cost accounting 
funds assigned to local areas (where they increase there may be no avail- 
able profit for the payment for capital or it may be insufficient). 
Taxes on profit, share deductions to the state budget, and the like may 
be alternatives to the payment for capital. The payment for capital has 
been abolished in Bulgaria and Yugoslavia. It will no longer be used in 
Hungary beginning in 1980. There is nothing surprising in this if the 
payment for capital is considered as a tool for stimulation and redis- 
tribution of resources, not an objective category of the economic mech- 
anism. 


These are a few of the problems that must be resolved for the continued 
development of economic accountability self-financing. There are vari- 
ous other difficulties that must also be overcome. But the effect 
justifies the expenditures, so the efforts are not in vain. 

FOOTNOTES 
1. Marx, K., and F. Engels, "Soch."[Works], vol 19, p 18. 
2. Ibid. 
3. Lenin, V. I., "Poln. Sobr. Soch." [Complete Works], vol 44, p % 


4. Ibid., vol 54, p 150. 
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If the depreciation deductions are left to the associations, they 
will have major financial resources. In 1977, for example, 28 per- 
cent of capital investment was carried out through capital renewal 
(Khachaturov, T. S., "Effektivnost' Kapital'nykh Vlozheniy" 
[Efficiency of Capital Investment], Moscow, Ekonomika, 1979, » 79). 
But to the extent that the subject is large associations depreci- 
ation deductions can usually be used efficiently in the local areas 
and accordingly should be a cost accounting assigned resource. In 
certain cases there will be exceptions to this rule as there are to 
any rule, Here they will involve outright centralized redistribu- 
tion of the depreciation fund. 


The production development funds in Bulgaria, Poland, and Hungary 
include financing growth of working capital (Butakov, D. D., 
"Kredit i Intensifikatsiya Proizvodstva v. Stranakh SEV"[Credit and 
Intensification of Production in the CEMA Countries], Finans , 
1976, p 23). 


The prime cost of an eiectric coffee pot, for example, decreases 
40 percent in the second year of production compared to the first 
year, and 50 percent in the fifth year (that is, the drop in prime 
cost slows down); expenditures for a step ladder decrease by 20 
and 35 percent respectively. Reserves are filled up at this time. 


Because calculated profit is adjusted several times by taxes and 
true net profit is only that which remains for the collective in 
the end, it turms out that the calculated profit distributed ini- 
tially in the present scheme (subtracting payments to society) 
contains an excess over net profit. 


The tax mechanism for balancing the profit remainder with national 
economic proportions is used, in particular, in Bulgaria (in the 
form of a tax on the residual amount of growth in the wages fund), 
in Hungary (in the form of a tax on the wages fund, a tax on im- 
ported equipment, and a production tax), in Poland (by direct tax- 
ation of part of gross profit, the bulk of which is collected as a 
given percentage of the value of fixed capital and stocks of com- 
modity-material assets, while the supplementary part is pro- 
gressive depending on the factors that caused the increase in 
profit over the preceding year; a tax on the wages fund, a pro- 
gressive tax on the part of profit beyond the norm put into the 
production development fund, and a sharply progressive tax on the 
part of profit beyond the norm going to the bonus fund), and in 
Czechoslovakia (tax on planned and above-plan profit). 
"Khozyaystvennyye Mekhanizmy SSSR i Ryada Drugikh Stran Sotsializma 
(Informat sionno-Analiticheskiy Obzor)" [Economic Mechanisms of the 
USSR and Several Other Socialist Countries (Information and Ana- 
lytic Survey)], Yevstigneyev, R. N. (editor), IEMSS AN SSSR, 
Moscow, 1979, pp 32, 33, 45, 74, 75. 
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ll, 


12. 


13. 


14, 


15. 


16. 


17. 


There are enterprises w do not have to be enlarged, for ex- 
ample where mineral reso.:ces are being depleted, and enterprises 
of optimal size, in particular agroindustrial complexes which have 
all the equipment they need. The cost accounting incomes in such 
cases will exceed essential amounts. The surplus part should, ap- 
parently, be transferred to that new enterprise to which workers 
of the collective that is closing, for example a mine, are being 
transferred, and in some cases the income may simply be taken for 
the use of society. 


For example, since 1966 in Hungary production capital investment 
following centralized state decisions is usually financed through 
credit and enterprise development funds (Golubeva, V. I., "Sistema 
Planirovaniya i Upravleniya Narodnym Khozyaystvom v Vengerskoy 
Narodnoy Respubliki" [The System of National Economic Planning 

and Management in the Hungarian People's Republic], Moscow, 

Nauka, 1978, p 135). 


Existing wholesale prices, unfortunately, give a profit advantage 
not only and not so much to the production of scarce goods as to 
light and food industry, petroleum refining, and machine building. 
Despite the critical need to increase the production of coal, it 

is an unprofitable sector. The profitability of logging, electric 
power, and the building materials industry is low, At such prices 
self-financing would leave the coal industry without the necessary 
capital investment and give light and food industry excess capital. 
These contradictions will in large part be eliminated by the ‘re- 
form of wholesale prices of 1 January 1982. 


SP SSSR 1973, No 7. 


"Narodonye Khozyaystvo SSSR v 1978 g" [The USSR Economy in 1978], 
Moscow, Statistika, 1979, p 268. 


See Fedorenko, N. P., "Nekotoryye Voprosy Teorii i Praktiki 
Planirovaniya i Upravleniya"' [Some Issues of the Theory and 
Practice of Planning and Management], Moscow, Nauka, 1979, p 289. 


See FINANSY SSSR 1978, No 1, p 15; Senchagov, V. K., "Problemy 
Izmereniya i Stimulirovaniya Effektivnosti Osnovnykh Fondov" 
[Problems of Measuring and Stimulating Efficiency of Fixed 
Capital], author's abstract of dissertation for the degree of 
doctor of economic sciences, Moscow, MINKh im. G. V. Plekhanova, 
1975, p 33. 


For example, it is 55.0 percent in Poland (1975), 49.8 percent in 
Bulgaria (1976 plan), 27.3 percent in Czechoslovakia (1975), 

26.8 percent in East Germany (1974, in industry), and 14.3 percent 
in Hungary (1973). (Butakov, D. D. op. cit., fn 6, pp 27, 122). 
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Under this procedure the entire depreciation for capital renewal 

is transferred to the bank by the end of the normative service life 
of the object; therefore, even if the particular object continues 
in service, the payment for capital should not be charged for it. 


The existing rate of interest for investment capital is too low. 
For loans for centralized capital investment in industry the charge 
is 0.5 percent a year on the unpaid part of the debt, while at 
sovkhozes it is 0.75 percent. For comparison we can point out that 
the rate of interest for long-term credit for new fixed capital in 
Hungary is nine percent, while in Poland it is eight, in Czecho- 
slovakia six, in East Germany five, and in Romania four percent 
(see Butakov, op. cit., fn 6, p 41). The average interest rate for 
long-term credit in the United States is six percent. The use of 
understated interest rates artificially freezes part of profit to 
repay credit for fixed capital ahead of the capital renewal date. 


See Butakov, op. cit., fn., pp 29, 30, 201. There are economists 
who suggest issuing loans for centralized capital investment for 
a period which is shorter not only than the capital renewal 
period but even the normative repayment period; in this case they 
do not supplement depreciation with profit, but rather completely 
eliminate depreciation. "Depreciation cannot be diverted to repay 
loans without disturbing conditions for the normal process of re- 
production of fixed capital" (Avdiyants, Yu. "Kredit 1 
Povysheniye Ekonomicheskoy Effektivnosti Proizvodstva" [Credit 
and Raising the Economic Efficiency of Production], Moscow, 
Finansy, 1972, p 79). 


See EKONOMICHESKAYA GAZETA 1974, no ll. 

See PRAVDA 29 January 1976, p 3. 

See PRAVDA 26 September 1977, p 3. 

Interest is paid on capital in enterprise current accounts in 
Bulgaria, East Germany, and Romania and for time deposits in 


Bulgaria, Hungary, Poland, and Czechoslovakia (Butakov, op. cit., 
fn. 6, p 41). 


COPYRIGHT: "“Den'gi i kredit", 1980. 
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